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EXECUTIVE  SUMMARY  AND  RECOMMENDATIONS 


The  report  to  follow  describes  in  some  detail  the  observations 
made  during  the  course  of  a  19  month  contract  between  the  Harvard  Center 
for  Community  Health  and  Medical  Care  and  the  Bureau  of  Health  Planning 
and  Resources  Development  of  the  Department  of  Health,  Education,  and 
Welfare,  Health  Resources  Administration.    The  purpose  of  the  study  was 
to  clarify  the  issues  that  surround  the  linking  of  health  planning  to 
certain  types  of  health  regulation  under  the  1974  National  Health  Planning 
and  Resources  Development  Act  in  the  search  for  cost  containment,  and  to 
this  end,  to  explore  ways  in  which  such  linkages  could  be  forged  or 
strengthened.    The  present  summary  has  two  parts:    a  general  overview  of 
major  conclusions,  and  a  listing  of  more  specific  recommendations. 

The  1974  Planning  Act  calls  for  ambitious  reform  of  the  U.S.  health 
care  system.    Although  it  does  not  directly  assign  cost  containment  a  higher 
priority  than  equitable  access  to  quality  medical  care,  the  entire  structure 
can  be  -  and  is  -  interpreted  as  providing  an  overall  context  of  concern  with 
rising  expenditures  for  health  care  within  which  the  myriad  planning  and 
review  activities  it  prescribes  should  take  place. 

The  law  embodies  three  quite  different  approaches  to  cost  contain- 
ment.   First,  in  its  section  1502  priority  listing,  Congress  appears  to  have 
looked  for  savings  in  national  health  expenditures  from  better  organization 
and  articulation  of  the  various  components  of  the  health  care  system, 
prevention  of  costly  avoidable  illness,  and  development  of  alternatives  to 
expensive  institutional  care.    Second,  through  its  required  reviews  of  new 
institutional  services  and  of  the  appropriateness  of  existing  services,  it 
appears  to  have  looked  for  more  immediate  savings,  particularly  as  regards 
hospitals,  from  moves  to  prevent  unneeded  capital  and  service  expansions, 
and  to  reduce  the  supply  of  inefficiently  used  or  otherwise  inappropriate 
services  and  facilities.    A  third  approach  seeks  to  bring  federal  funding  of 
various  public  health  programs  into  better  congruence  with  regional  and  local 
priorities. 

Only  limited  tools  are  provided  to  the  new  planning  law  agencies 
with  which  to  accomplish  the  desired  changes.    While  the  series  of  required 
health  plans  developed  by  HSAs,  SHCCs  and  SHPDAs  can  set  objectives  in  line 
with  local  conditions,  the  section  1502  priorities,  and  whatever  national 
goals  and  guidelines  will  eventually  be  agreed  on,  the  new  agencies  can 
offer  few  direct  incentives  to  motivate  those  who  provide  services  to 
move  in  the  desired  directions. 

Regulatory  sanctions  are  applicable  solely  to  hospitals  and  other 
institutions,  and  can  be  exercised  only  indirectly,  through  the  powers  of 
state  agencies  to  deny  applicants'  requests  for  approval  of  facility  and 
service  expansions.    In  the  face  of  political  realities,  however,  the  states' 
power  to  deny  significant  proportions  of  the  proposals  brought  to  them  has 
so  far  been  more  apparent  than  real.    State  agencies  will  shortly  acquire 
another  sanction,  applicable  to  the  future  reviews  of  existing  institutional 
services.    The  planning  law  requires  that  findings  of  such  reviews  be 
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published.    What  effects  such  public  disclosure  will  have  on  the  actions  of 
providers  is  as  yet  unknown. 

With  these  two  exceptions,  the  Planning  Act  excludes  from  the  purview 
of  the  agencies  it  creates  most  of  the  key  elements  that  currently  determine 
the  way  the  U.S.  health  system  actually  operates.    Physicians  and  other 
health  professionals  continue  to  function  just  as  autonomously  as  before, 
the  basic  way  the  system  is  financed  continues  unchanged,  and  the  new 
review  and  regulatory  functions  prescribed  by  the  act  are  for  the  most  part 
simply  superimposed  on  a  highly  complicated  existing  federal,  state  and 
local  regulatory  structure,  not  integrated  with  it.    Given  these  handicaps, 
until  measures  such  as  the  Administration's  1977  hospital  cost  control  bill 
or  national  health  insurance  significantly  tie  the  functions  of  health  plan- 
ning and  regulation  to  financing,  it  would  be  unfortunate  if  Congress  and 
DHEW  expected  rapid  progress  towards  either  the  systemwide  changes 
enunciated  in  section  1502  or  the  short  term  containment  of  institutional 
costs. 

Given  the  scant  power  at  their  command,  HSAs  and  state  planning  and 
regulatory  agencies,  including  rate  setting,  have  every  reason  to  conjoin 
their  efforts  to  increase  their  potential  leverage  on  change.    Movement  in 
this  direction  is  apparent  in  the  states  we  studied,  despite  the  silence 
of  the  Planning  Act  itself  on  questions  of  linkage  that  go  beyond  matters 
of  pure  procedure. 

State  certificate  of  need  regulators  have  a  strong  stake  in  HSA 
success  in  encouraging  advance  planning  within    and  among  institutions  that 
will  reduce  the  volume  of  CON  applications  for  unwarranted  capital  and 
service  expansions.    HSAs  have  an  even  stronger  stake  in  a  strong  backup 
by  state  agencies  when  they  make  adverse  review  recommendations.  When 
regulators  respond  to  political  pressure  and  override  their  cost  control 
efforts,  HSA  credibility  is  weakened.    Conversely,  when  local  providers  do 
seriously  address  announced  planning  priorities  in  their  project  applications 
in  a  manner  that  wins  HSA  project  review  approval,  HSAs  look  to  state  regu- 
lators to  back  up  these  recommendations,  too.    State  regulators  want 
reliable  planning  standards  and  review  criteria  to  provide  due  process  to 
their  decisionmaking;  HSAs  welcome  regulators'  success  in  establishing 
legally  enforceable  limits  to  expansions  that  lead  to  costly  duplications, 
particularly  as  regards  high  technology,  tertiary  services.    When  these  are 
embodied  in  regulations,  they  give  the  HSAs  a  firm  handle  in  persuading 
local  institutions  to  share  services. 

The  power  of  state  rate  setting  programs  to  disallow  increases  in 
rates  for  unauthorized  services  and  facility  expansions  has  proved  to  be  a 
successful  means  to  enforce  certificate  of  need  decisions.    Rate  setting  is 
now  being  looked  to  as  a  possible  means  of  putting  teeth  into  the  future 
reviews  of  existing  institutional  services,  through  application  of  reimburse- 
ment penalties  on  institutions  whose  services  are  found  to  be  inappropriate. 
Both  the  legality  and  the  political  viability  of  such  actions,  geared  to 
shrinking  the  hospital  system,  remain  to  be  tested.    Because  of  the  elusive 
nature  of  definitions  of  "appropriateness,"  and,  for  most  state  rate  setting 
programs,  the  strict  requirements  for  due  process  in  rate  setting  decisions, 
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it  seems  questionable  whether  the  potential  strength  of  this  particular 
partnership  will  in  fact  be  realized. 

Successful  linkages  of  HSA  and  state  planning  and  regulatory 
agencies,  including  rate  setting  programs,  demand  common  policies  on  cost 
control  and  other  long  range  goals  and  short  range  objectives.  One  obstacle 
to  achieving  this  derives  from  the  different  weightings  different  P.L.  93-641 
agencies  -  as  well  as  different  agencies  of  local  and  state  governments,  an^ 
different  groups  of  consumers  -  assign  to  the  often  conflicting  goals  of 
containing  costs  and  improving  patients'  access  to  good  quality  health 
services.    Considerable  attention  has  been  devoted  to  the  mixed  public/ 
private  nature  of  the  SHPDA-HSA  relationship  as  a  divisive  force  in  these 
regards.    In  our  observations,  this  particular  structural  hinderance  to 
smooth  interagency  linkage  was  only  one  of  many  others,  and,  unless  either 
the  regional  or  state  voice  was  to  be  entirely  eliminated,  similar  tensions 
would  be  likely  to  arise  in  any  substitute  structure.    Moreover,  despite 
their  differences,  each  of  the  public/private  partners  bring  special 
strengths  to  both  health  planning  and  to  project  reviews.    As  Kimmey 
observed  at  our  project  conference  on  linking  health  planning  and  regulation, 
strong  extra-institutional  nonregulatory  controls  may  be  able  to  avoid  the 
basic  problems  of  utility  regulation.    By  building  health  regulation  on 
preexisting  health  planning,  the  regulators  have  the  potential  advantage  of 
a  preexisting  external  plan  against  which  to  measure  individual  proposals  and 
actions  of  institutions. 

Many  other  organizational,  historical,  legal  and  attitudinal  factors 
conspire  to  obstruct  the  development  of  either  common  policies  for  containing 
health  care  costs  and  of  common  strategies  for  implementing  them.  These 
include:    the  bureaucratic  distance  among  government  agencies  (and  organiza- 
tional units  within  the  same  agency);  the  varying  degrees  of  responsibility 
and  boundaries  to  agency  authority  set  forth  in  the  federal  law,  in  state 
enabling  laws,  and  in  administrative  practice  acts;  differing  expectations 
re  the  Planning  Act's  purpose  -  how  much  can  be  achieved  by  it,  how  soon, 
and  at  what  level  of  appropriations;  and,  perhaps  most  important,  differing 
perceptions  of  where  health  cost  excesses  lie,  and  how  to  deal  with  them. 

On  the  other  hand,  the  various  HSA  and  state  health  plans  provide  a 
vehicle  for  the  debate  and  expression  of  health  policy,  and  the  three  types 
of  review  that  the  Planning  Act  mandates  provide  a  natural  focus    for  shared 
interagency  activity.     Once  habits  of  cooperative  action  are  established 
to  carry  out  particular  tasks,  cooperation  on  broader  matters  may  naturally 
grow.    This  observation  holds  particularly  true  for  the  two  reviews  of 
institutional  services;  the  present  exclusion  of  SHPDAs  from  the  review 
of  programs  seeking  federal  funding  is  a  well  recognized  source  of  friction. 

For  certificate  of  need  and  appropriateness  reviews,  opportunities 
for  helpful  linkage  between  SHPDA,  HSA  and  rate  setting  program  activities 
present  themselves  both  at  the  stage  of  designing  and  improving  the  review 
process  itself,  and  during  the  actual  reviews  of  individual  project 
proposals  and/or  existing  services.    Cooperation  at  the  pre-review  stage, 
and  open  channels  of  communication  with  the  institutions  and  their 
associations  appear  to  be  most  important.    To  the  extent  that  the 
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preliminaries  are  well  executed  and  the  players  know  the  options  likely  to 
be  open  to  them,  proposals  for  new  services  are  more  likely  to  feasible, 
realistic,  and  acceptable  to  the  reviewers.    Underlying  trust  and  confid- 
ence in  mutual  good  faith  is,  of  course,  a  precondition  for  productive 
relations  among  all  the  parties  -  between  the  HSA  and  state  planning 
agencies  and  state  regu-latory  agencies*  between,  these  agencies  and 
the  hospitals  and  other  institutional  providers,  and  also  among  individual 
hospitals  and  other  health  service  institutions. 

In  developing  a  good  review  process,  cooperation  among  HSAs,  SHPDAs, 
and  rate  setting  bodies  (and  other  agencies  such  as  PSROs  and  licensing 
agencies  not  specifically  dealt   with  here)  can  take  place  in  the  following 
areas:  establishing  mechanisms  for   criteria  development  and  application; 
sharing  information;  cooperating  on  procedural  tasks  and  on  securing  commonly 
needed  cost  and  population-based  statistical  analyses;  and  monitoring. 

The  question  of  criteria  and  standards  deserves  special  note.  By 
calling  for  criteria  to  back  up  nine  specified  review  considerations 
(12  for  new  institutional  services  reviews) ,  the  Planning  Act  and  its 
regulations  impose  a  task  of  heroic  proportions.    Unfortunately,  few 
scientifically  based  criteria  exist  to  determine  either  a  community's  need 
for  new  health  services  of  given  types  and  volumes  or  what  constitutes 
efficient  allocation  or  production  of  services.    Nor  have  most  of  the 
criteria  that  are  commonly  employed  been  validated.    Progress  is  difficult 
because  data  are  lacking  to  show  differences  in  patient  outcomes  associated 
with  different  ways  of  providing  medical  care  of  different  types  and 
volumes  to  different  population  groups  at  different  sites,  with  different 
mixes  of  skilled  manpower.    The  levels  of  cost  involved  can  vary 
substantial ly. 

Given  the  present  dearth  of  relevant  statistical  intelligence,  the 
design  of  criteria  and  standards  to  guide  review  decisions  will  primarily 
reflect  the  values,  judgment  and  opinions  of  the  designers.  Consequently, 
the  choice  of  the  people  responsible  for  criteria  development  becomes 
crucial.    Resolution  of  the  complex  issues  surrounding  review  criteria  for 
any  one  medical  service  (OB,  burn  centers,  etc.)  usually  demands  clinical, 
epidemiological,  planning,  legal,  economic,  and  even  architectural 
expertise.    Rate  setting  bodies  can  make  valuable  contributions  by  suggesting 
criteria  by  which  to  determine  financial  feasibility,  to  calculate  cost 
impact,  and  to  judge  the  reasonableness  of  the  cost  of  individual  proposals. 
However,  because  such  bodies  usually  lack  data  on  casemix/patient  character- 
istics and  patient  outcomes  by  which  to  differentiate  the  product  of 
hospitals,  and  because  they  rarely  have  data  on  the  costs  of  alternatives 
to  institutional  care,  planning  agencies  must  be  sensitive  to  the  limita- 
tions as  well  as  the  strengths  of  rate  setting  program  contributions. 

Where  HSAs  and  SHPDAs  employ  identical  criteria  and  standards  to 
determine  need  for  institutional  services,  confusion  and  contradiction  are 
avoided,  and,  rightly  or  wrongly,  the  standards  may  appear  to  the  public, 
and  possibly  the  courts,  to  be  more  "scientific."    Hence  the  allure  of 
national  and  state  standards.    Arbitrary  rule  of  thumb  numbers  may  be 
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useful  for  national  and  statewide  goal  setting,  and  to  guide  certain 
macro  supply  decisions.    Since  they  apply  to  a  large  population  base, 
special  factors  will  balance  each  other  off. 

However,  strict  application  of  quantitative  standards  to  small 
area  decisionmaking,  where  special  circumstances  create  special  problems, 
will  often  prove  to  be  obviously  inappropriate,  and  thus  ultimately 
unenforceable.    For  example,  large  pockets  of  grossly  underserved 
populations  are  often  found  in  HSAs  that,  overall,  have  high  bed  to 
population  ratios.    Denying  facility  and  service  expansion  there  defeats 
other  P.L.  93-641  goals  for  improving  patient  access  to  good  care.  Also, 
standards,    unless  carefully  validated,  may  lead  to  unwanted  results. 
Except  for  obstetrics,  where  case  generation  is  not  subject  to  subjective 
interpretation,  the  positing  of  set  numbers  to  represent  efficient  volumes 
of  procedures  rewards  maximizing  cases  to  achieve  those  levels.  This 
may  not  only  increase  expenditures  (though  lowering  unit  cost  of 
"production"),  but  also  may  expose  patients  to  unnecessary  pain  and  even 
to  risk  of  death,  as  illustrated  in  Section  6.  Thus,  dependable  utilization 
review  and  monitoring  of  case  fatality  rates  becomes  essential. 

New  York  State  has  had  the  longest  experience  with  certificate  of 
need,  planning  and  rate  setting  functions  linked  under  a  single  state  agency. 
Cost  control  has  been  a  prime  goal  since  1966,  and  reliance  on  voluminous 
rules  and  standards  has  characterized  the  effort.    Per  capita  increases  in 
health  expenditures  continue  almost  unabated,  however;    the  state  continues  to 
proclaim  its  health  cost  crisis.    A  recent  audit  of  the  first  ten  year 
experience  attributes  the  failure  to  the  dominance  of  the  regulatory 
effort,  and  the  corresponding  subservience  of  planning  (New  York  State 
Legislative  Commission  on  Expenditure  Review,  1977).    The  analysts  note  that 
so  many  resources  of  time  and  staff  had  been  devoted  to  case-by-case 
certificate  of  need  decisions  affecting  individual  institutions  that  efforts 
to  effect  larger  changes  in  the  health  care  system  of  the  state,  which 
perhaps  could  have  resulted  in  more  substantial  savings  over  this  period, 
received  short  shrift. 

The  record  suggests  that  a  major  issue  to  be  faced  in  future  implem- 
entation of  the  Planning  Act  is  a  reconsideration  of  the  roles  of  regulation 
and  planning  in  their  newly  arranged  marriage.    That  both  of  the  partners 
need  each  other  is  not  open  to  question.    Planning  not  backed  by  authority 
is  an  empty  exercise.    Regulation  in  the  absence  of  system-oriented  policy 
is  a  dangerous  one.    Furthermore,  regulatory  actions  taken  in  the  absence 
of  a  societal  consensus  on  major  policy  issues  will,  in  a  democracy, 
ultimately  destroy  or  emasculate  the  power  of  the  regulators.    The  courts 
will  referee  and  laws  can  always  be  amended  or  appealed. 

Regulation  has  always  been  regarded  as  the  strong  partner.  Regulators 
are  expected  to  reach  rational  adjudicatory  decisions  according  to  objective 
rules,  and  to  back  them  up  with  the  force  of  law,  while  keeping  strict  arms 
length  relationships  with  the  parties  at  interest.    In  practice,  however, 
these  ideal  assumptions  frequently  do  not  hold.    More  important,  while 
burdensome,  regulation  in  the  end  frequently  turns  out  to  be  a  paper  tiger. 
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Planning  has  almost  universally  been  regarded  as  the  weaker  of  the 
partners.    Reaching  consensus  on  goals  and  policy  objectives  takes  seemingly 
endless  time.    Regulators,  furthermore,  are  uncomfortable  with  the  planning 
process  since  it  seeks  to  accomplish  change  through  negotiation,  mediation 
and  compromise,  while  maintaining  an  active  dialogue  with  all  parties  at 
interest.    In  particular,  regulators  may  be  suspicious  of  an  approach  that 
involves  the  providers  of  service  in  this  dialogue,  fearing  industry 
capture. 

Up  to  now,  planners'  efforts  towards  better  allocation  and  organiza- 
tion of  health  services  in  their  areas  have  met  with  no  greater  success  than 
regulators'  efforts  to  control  the  rising  costs  of  institutional  services. 
With  no  limits  on  the  size  of  the  pot  that  each  is  respectively  trying  to 
manage,  these  results  are  hardly  surprising.    However,  were  the  pot  itself 
to  be  constrained  by  the  actions  of  government,  as  in  the  Administration's 
Hospital  Cost  Control  bill,  and/or  consortia    of  third  party  payers,  as  in 
Rhode  Island,  the  planners'  approach  to  managing  changes  in  the  system 
could  well  prove  to  be  more  successful  over  the  long  run  than  the  regulators' 
hard  fought  case-by-case  decisions. 

In  the  future,  the  linkage  of  planning  and  regulation  may  be  more 
effective  in  containing  costs  if  regulatory  powers  are  employed  merely  to 
set  broad  limits  on  capital  spending  for  new  institutional  services,  for 
regionwide  or  statewide  increases  in  institutional  operating  costs,  for 
supply  and  location  of  physician  specialists,  for  controlling  health  hazards 
to  the  population,  and  for  a  few  other  major  determinants  of  health  spending. 
Within  these  limits,  if  they  were  given  a  major  voice  in  al locative 
decisions,  planners  would  for  the  first  time  have  bargaining  chips  to  offer 
in  encouraging  providers  to  reach  their  own  agreements  on  shared  services 
and  other  means  to  rationalize  the  present  fragmented  health  delivery 
system. 

However,  establishing  the  size  of  the  pot  through  some  form  of  cap 
on  expenditures  still  leaves  the  crucial  questions  of  allocation  of  resources 
to  states,  regions  and  to  individual  providers.    The  roles  in  the  planning/ 
regulatory  partnership  will  become  even  more  important  to  define. 

In  selecting  from  the  many  possible  alternative  courses  of  action 
that  might  be  employed  to  build  towards  a  more  cost  effective  health  system 
within  the  context  of  overall  constraints  on  health  spending,  outlined  in 
Part  III  of  this  report,  it  would  appear  wise  to  attempt  to  gauge  the 
nature  of  the  likely  response  to  each  option  by  both  consumers  and  providers. 
It  is  a  truism  to  state  that  organizations,  like  individuals,  are  not  apt  to 
make  the  always  painful  effort  to  change  long  accustomed  behavior  patterns 
unless  they  themselves  have  internalized  the  goals  and  objectives.  If 
certificate  of  need  and  rate  regulation  too  often  appear  to  inspire  defen- 
sive responses  rather  than  genuine  moves  towards  a  better  hospital  or 
health  care  system,  one  may  speculate  that  the  adversary  nature  of  the 
regulatory  process  may  be  to  blame. 

Taking  cues  from  various  positive  examples  of  the  planner,  third 
party  and  provider  relationships    noted  in  the  report  to  follow,  we  suggest 
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that  instead  of  pursuing  the  regulatory  stance  of  what  Charles  Schultze  calls 
command/control,  actual  cost  containment  may  perhaps  be  more  readily  achieved 
by  a  combination  of  moves  designed  to  persuade,  enlist  support  or  at  least 
obtain  acquiescence  from  the  principal  corporate  and  professional  leaders 
among  the  providers. 

Possibilities  for  enlisting  support  as  regards  allocation  of  resources 
in  states  and  communities  may  be  enhanced  by  adopting  a  problem  solving  mode. 
Questions  about  the  distribution  of  high  technology  tertiary  services,  and 
payment  for  them  provide  a  natural  focus  for  such  an  approach,  since  clinical, 
administrative,  planning  and  economic  issues  are  all  involved. 

However,  agreement  on  the  all-important  question  of  the  size  of  the 
overall  dollar   amounts  to  be  allocated  for  both  capital  expenditures  and 
operating  costs  under  some  national,  state  or  regional  cap  is  likely  to  be 
obtained  only  through  processes  of  strenuous,  informed  bargaining  by  the 
third  party  payers,  the  health  planners,  physicians  and  hospitals.    Such  an 
approach  is  consistent  with  the  way  consensus  is  achieved  in  most  other 
complex  aspects  of  the  U.S.  economy  where  a  variety  of  actors  have  legitimate 
but  conflicting  stakes  in  the  outcome.    It  would  appear  to  be  more  in  keeping 
with  the  traditions  of  a  pluralistic  society  than  the  imposition  of  standard 
ceilings  on  resources  supply  and  hospital  revenues  to  be  applied  in  a  uniform 
manner  throughout  the  nation,  in  disregard  of  the  special  characteristics 
of  individual  states  or  regions. 

For  the  problem  solving/bargaining  approach  to  cost  containment  to  be 
successful,  however,  presupposes  several  conditions: 

-  a  strong  backup  of  regulatory  law,  as  the  stick  in  the  corner  to 
be  used  if  necessary,  and  to  ensure  due  process; 

-  a  shared  commitment  by  all  parties  to  achieve  a  workable  balance 
betwen  the  public's  dual  interests  -  as  taxpayers  and  payers  of 
insurance  premiums  on  the  one  hand,  and  as  patients  or  potential 
patients  on  the  other; 

-  timely  access  by  all  parties  to  a  common  store  of  reliable  informa- 
tion that  monitors  trends  in  expenditures  in  relation  to  the 
resources  employed  to  care  for  patients  with  medical  needs  of 
various  levels  of  complexity,  and,  to  the  extent  possible,  to 
patient  outcomes. 

The  need  for  better  information  runs  through  all  aspects  of  cost 
containment  strategies,  whether  participatory  or  regulatory.  Without  it, 
there  is  little    prospect  of  significant  advance  towards  decisionmaking 
based  on  knowledge  rather  than  on  halfway  facts,  and  thus,  of  necessity, 
on  halfway  methodologies  and  whatever  opinions  happen  to  be  in  current 
fashion.    Nor  will  we  be  able  to  monitor  the  short  and  long  term  impact 
of  planners'  and  regulators'  decisions  not  only  on  rates  of  health  expen- 
ditures, but  also  on  the  ability  of  patients  to  obtain  medical  care 
appropriate  to  their  needs. 
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A  final  issue  concerns  the  uneasy  relation  of  the  planning 
and  regulatory  partners  occasioned  by  the  differences  in  the  scope 
of  their  responsibilities.    Health  planning  agencies,  under  the  terms 
of  P.L.  93-641,  are  charged  with  bringing  better  order  to  all  parts 
of  the  health  care  system;  the  regulators'  purview  is  limited  to 
services  provided  by  institutions.    Thus,  planners'  success  in  cost 
containment  will  be  measured  by  society's  goals  for  containing  rates 
of  increase  in  all  health  expenditures,  while  regulators'  success  will 
be  measured  by  their  ability  to  moderate  increases  more  narrowly  in 
expenditures  for  health  care  services  provided  in  institutions.  The 
objectives  may  well  be  contradictory.    Even  now  it  appears  that  where 
CON  and  rate  setting  programs  are  stringent,  they  are  setting  off  a 
whole  new  round  of  health  care  spending  in  the  construction  and 
equipping  of  freestanding  physician-sponsored  diagnostic  and  treatment 
facilities,  removed  both  from  regulatory  and  peer  professional  controls. 
Such  responses  are  the  expected  manifestations  of  an  all  too  familiar 
phenomenon  in  social  interventions.    When  only  one  segment  of  a 
complex   system  is  subject  to  controls,  unintended  counterproductive 
effects  are  almost  certain  to  occur  in  other  parts  of  that  system. 
The  admonition  of  the  Hippocratic  Oath,  "First,  do  no  harm,"  is  as 
apposite  to  those  who  would  plan  and  regulate  the  delivery  of  health 
services  as  it  is  to  those  who  provide  direct  care  to  patients. 

We  turn  now  to  specific  recommendations  for  federal  initiatives 
that  would  strengthen  the  effectiveness  of  the  linkage  between  planning 
and  regulation  designed  to  contain  costs.    They  are  presented  in  five 
categories: 

-  areas  where  at  least  for  the  present,  we  recommend 
retention  of  the  status  quo; 

-  points  for  action  or  emphasis  within  the  present 
structure; 

-  suggested  changes  to  strengthen  P.L.  93-641  or  its 
regulations; 

-  improving  the  infrastructure  of  information  required 
for  planning  and  regulation; 

-  fundamental  changes  linking  health  planning  and 
regulation  to  financing. 


I.    RECOMMENDATIONS  FOR  KEEPING  THE  STATUS  QUO 


The  agencies  created  by  the  Planning  Act  have  only  just  begun  to 
outgrow  their  inevitable  birth  traumas.    No  major  changes  in  organ- 
izational structure  should  be  made  until  the  present  system  has 
had  a  chance  to  mature  and  be  evaluated.    Probably  at  least  five 
years  should  lapse  before  major  revamping  is  undertaken. 

Granted  that  the  present  organization  poses  obstacles  to  the 
smooth  linking  of  planning  and  regulation,  these  are  far  less 
relevant  to  the  issue  of  cost  containment  than  is  the  linkage  of 
planning  to  health  system  budgeting  and  financing  mechanisms  and 
the  working  out  of  fresh  strategies  for  involving  providers  in  cost 
containment  efforts. 

Alternatives  to  the  present  structure  would  be  attended  by  their  own 
set  of  problems.    The  organizational  and  political  costs  attendant 
on  premature  changes  would  be  enormous;  positive  ongoing  moves  by 
HSAs  and  SHPDAs  to  develop  common  policies  towards  containing  health 
care  costs  would  be  disrupted. 


II.    RECOMMENDATIONS  FOR  ACTION  OR  EMPHASIS  WITHIN  THE  PRESENT  STRUCTURE 


1 .    Prime  Emphasis  Should  Be  on  Anticipatory  Planning 


The  most  important  function  of  the  HSA  is  to  interpret  national, 
state  and  local  goals  and  objectives  to  the  local  health  care  pro- 
viders and  to  concerned  consumers,  and  to  enlist  their  support  in 
devising  means  to  translate  these  into  practical  actions.  This 
is  a  slow,  time  consuming  process  for  which  there  are  few  short  cuts. 
The  HSA  and  state  plans,  the  hospitals'  required  long  range  institution- 
al plans,  analyses  of  aggregated  and  individual  institutional  cost 
and  budget  reports  and  specific  project  proposals  all  provide  a  focus. 

Plan  priorities  that  represent  consensus  should  send  clear  signals  to 
the  institutional  providers  and  to  agencies  seeking  federal  funds 
with  sufficient  lead  time  that  they  can  move  to  accommodate  them  in 
their  own  plans.    By  the  same  token,  the  consultative  role  of  the 
HSA  to  hospitals  and  to  federally  funded  programs  should  be  broadened 
and  strengthened.    Persuading  providers  to  modify  or  withdraw  projects 
or  funding  proposals  that  run  counter  to  state  and  HSA  plans  and 
policies  is  more  frutiful  than  confrontations  at  the  stage  of  formal 
reviews.    Close  informal  communication  among     HSAs,  SHPDA,  the 
state  rate  setting  program  (where  it  exists),  and  the  CON  agency 
during  the  stage  of  nascent  proposals  can  avoid  future  disagreements 
and  promote  desired  positive  actions. 
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The  exact  nature  of  these  activities  cannot  and  should  not  be  pre- 
scribed in  regulations.    Rather,  sufficient  time  and  funding  should 
be  given  the  HSAs  to  facilitate  their  pursuit. 


2.    Special  Efforts  Should  be  Made  to  Involve  Physician  Leaders  and 
Hospital  Boards  in  Cost  Containment  Activities 


The  dangers  to  the  success  of  the  P.L.  93-641  enterprise  attendant 
on  isolation  from  leaders  among  the  providers  are  probably  greater 
than  dangers  from  cooption. 

Close  consultative  involvement  by  physicians  and  hospital  trustees 
in  activities  designed  to  control  particular  types  of  excess  costs 
appear  to  be  useful.    Two  such  areas  include:    regional ization  of 
tertiary    care  services,  and  control  of  utilization  of  ancillary 
services  in  hospitals.    Involvement  of  physician  leaders  on  task 
forces  to  develop  planning  and  review  criteria  might  be  extended  to 
the  continued  involvement  of  such  groups  in  helping  HSAs  and  SHPDAs 
apply  these  standards  in  particular  situations  at  the  local  level. 

Hospital  consortia  designed  to  promote  multi-institutional  networks 
should  be  encouraged.    Insofar  as  they  assume  responsibilities  for 
working  out  detailed  arrangements  for  physician  staff  privileges  and 
other  obstacles  to  shared  services,  the  burden  on  the  HSAs  and  state 
regulatory  agencies  is  lightened. 

3.    Better  State/HSA  Coordination  of  Policy  and  Strategy  Via  Joint  Problem 
Solving  Activities 

Continued  technical  assistance  through  the  centers  for  health  planning 
or  other  mechanisms  should  explicitly  encourage  better  communication 
between  SHPDAs,  state  rate  setting  commissions  and  HSAs  through  task 
forces  and  work  groups  charged  with  activities  such  as: 

-  developing  working  agreements  for  interorganizational  work 
sharing,  staff  liaisons,  procedural  timetables,  etc.; 

-  joint  participation  in  processes  of  identifying  acceptable, 
compatible  review  standards  and  criteria    for  planning,  CON, 
appropriateness  review  and  rate  setting,  for  periodic  review 
and  modification  of  these  criteria,  and  for  conditions  for 
exceptions ; 

-  identifying  and  exchanging  mutually  useful  data  and  data  analyses, 
especially  as  regards  cost  impacts,  population  projections,  and 
relationships  of  patient  casemix  and  utilization  to  costs; 
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-  designing  multipurpose  application  and  report  forms  or  spinoffs 
from  existing  data  systems  to  reduce  volume  of  paperwork  and 
facilitate  generation  of  information  that  several  users  require 
from  the  same  source.    These  include:    sets  of  items  on  cost 
and  budget  reports,  CON  applications,  long  range  institutional 
plan  submissions;  hospital  patient  data  systems; 

-  plans  for  data  processing  and  analysis  and  information  sharing. 
Continued  Monitoring  of  Linkage  Experience 

Differences  in  the  ways  in  which  P.L.  93-641  is  being  implemented  by 
the  various  states  provide    an  opportunity  for  Congress  and  the 
Administration  to  benefit  from  their  unfoldinq  experience  before  under- 
taking major  modifications  in  the  law.    Longitudinal  observations 
should  be  made,  and  evolving  patterns  related  to  measures  of  progress 
towards  the  goals  stated  in  the  respective  state  plans  and  progress 
towards  Section  1502  priorities  as  they  relate  to  linkage  of  planning 
to  state  regulatory  activities,  and  in  forthcoming  federal  goals 
statements.    (Note  that  there  are  no  explicit  requirements  for  such 
linkage  in  P.L.  93-641 . ) 


Incentives  to  Promote  Coordination  of  Health  Policy  and  Strateqv  at 
the  State  and  HSA  Level  


Some  form  of  public  recognition  or  special  consideration  should  be 
given  to  reward  well -integrated  interagency  health  policy  activities 
expressed  in  well -coordinated  state  agency  plans,  e.g.,  expressed 
through  the  active  involvement  of  Medicaid,  rate  setting,  mental 
health,  public  health,  multiple  licensing  agencies,  insurance 
commissions,  etc.  in  promoting  common  policies.    Similar  recognition 
should  be  given  to  HSAs  which  demonstrate  fruitful  coordination  with 
public  and  private  agencies  in  their  area,  e.g.,  with  regional 
planning  bodies,  local  governments,  and  other  federally  funded  pro- 
grams, etc. 

Government  Should  Begin  to  Rationalize  Multiple  Regulatory  Activities 
that  Impact  on  Hospital  Cost?  '   1 — 

Both  the  federal  and  state  governments  should  move  to  contain  costs 
occasioned  by  demands  on  hospitals  to  comply  with  detailed  and  some- 
times contradictory  requirements  of  regulatory  bodies.    Often  more 
than  100  separate  organizations  (federal,  state,  local  and  voluntary) 
set  rules. 
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III.    RECOMMENDED  CHANGES  IN  P.L.  93-641  LAW  OR  REGULATIONS 


1 .    The  Scope  of  Mandatory  Certificate  of  Need  Laws  and  Appropriateness 
Reviews  Should  be  Broadened 


In  order  to  avoid  spirals  of  increased  health  expenditures  from 
proliferation  of  free  standing  non-institutional  health  service 
centers,  and  placement  of  expensive  equipment  in  physicians  offices 
to  escape  CON  and  appropriateness  review  controls,  coverage  should 
be  extended  to  equipment  and  services  with  a  high  potential  for 
duplication  in  whatever  setting  they  are  located. 


2.    Federal  Hospitals  Should  be  Included 


To  the  extent  that  federal  hospitals  account  for  a  significant  number 
of  patient  days  in  serving  residents  of  the  medical  service  areas  in 
the  HSAs  in  which  they  are  located,  they  should  be  subject  to  the 
same  laws  and  regulations  that  govern  other  hospitals. 


3.    Hospital  Plans  and  Review  Criteria  Should  Be  Required  To  Be 
Compatible  with  HSA  and  State  Plans 


At  present,  reviewers  need  only  "consider"  health  plans  in  the  conduct 
of  their  reviews.    If  health  plans  are  to  be  the  legitimate  expression 
of  policy  for  an  area,  both  review  criteria  and  the  projects  that 
hospitals  or  other  applicants  propose  should  be  consistent  with  the 
plan,  or  at  least,  not  inconsistent  with  it. 

The  principle  should  apply  both  to  CON  and  appropriateness  reviews. 


4.    Additions  to  Review  Criteria 


The  "general  considerations"  for  HSA  and  SHPDA  reviews,  spelled  out 
in  section  1532(c)  and  ensuing  regulations,  should  be  supplemented 
by  required  consideration  of: 

-  the  character  and  competence  of  the  organization  to  render  the 
services; 

-  the  quality  of  care  presently  being  given  by  the  organization, 
obtained  from  licensure  and  inspection  reports,  JCAH  accreditation, 
PSRO  reports  and  other  measures  as  they  are  developed. 
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5.    Elaboration  of  Letter  of  Intent 


Although  ideally,  HSAs  should  be  aware  of  all  major  hospital 
expansion  or  modernization  plans  long  in  advance  of  the  development 
of  formal  CON  proposals,  the  required  letter  of  intent  to  file  a  CON 
provides  a  failsafe  mechanism  to  trigger  at  least  a  degree  of 
anticipatory  planning  in  cases  where  hospitals  do  not  cooperate.  The 
requirements  of  the  law  and  regulations  concerning  submission  of 
letters  of  intent  and  other  forms  of  advance  notice  should  be 
strengthened. 


6.    Exception  Procedures  for  HSAs  from  Federal  and  State  Standards  and 
Criteria 


National  and  state  standards  are  helpful  to  HSAs  in  developing  their 
plans  and  in  reviews.    However,  local  circumstances,  such  as  the 
supply  of  alternatives  to  hospital  care,  seasonal  population  changes, 
dearth  or  oversupply  of  practicing  physicians,  high  prevalence  of 
certain  diseases  and  conditions  and  many  other  factors  too  numerous  to 
enumerate,  may  make  application  of  set  numerical  standards  to  HSA 
areas  inappropriate.    Procedures  for  exceptions  need  to  be  formulated 
which  would  allow  the  HSA  an  opportunity  to  present  standards  at 
variance  with  national  or  state  standards,  to  defend  them  in  open 
hearings,  and  to  receive  clear  acceptance  or  rejection  of  the 
proposed  alternatives. 


7.    Provide  Incentives  for  States  to  Adopt  Decertification  Laws 


States  should  be  encouraged  to  adopt  decertification  laws  in  the 
same  manner  as  they  are  being  encouraged  to  adopt  CON  laws.  Even 
though  it  seems  unlikely  that  decertification  powers  will  ever  be 
widely  used,  like  licensing  authority,  they  provide  a  part  of 
state  regulatory  framework  necessary  to  promote  voluntary  actions  to 
prevent  or  reduce  redundancies  in  the  health  system. 


IV.    STRENGTHENING  THE  INFRASTRUCTURE  OF  INFORMATION 


1 .    The  Information  Required  for  Health  Planning  and  Regulation  Should 
be  Generated  at  the  Level  of  Government  or  Private  Sector  Where" 
It  Can  Be  Most  Economically  Supplied 

The  Planning  Act  wisely  guarded  against  the  potential  waste  of  HSA 
resources  in  accumulation  of  primary  data  already  available  from 
other  sources.    The  same  principle  pertains  to  resources  that  may 
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be  wasted  in  efforts  by  each  state  and  HSA  to  collect  and  analyze 
secondary  data.    Considerable  economies  could  be  expected  if 
adequate  resources  were  given  to  the  National  Center  for  Health 
Statistics  and  to  the  Health  Care  Financing  Administration  to  produce 
routine  reports  of  central  importance  to  states  and  HSAs  in  a  timely 
fashion.    These  include:    reports  of  health  services  expenditures 
in  each  state  to  parallel  the  annual  national  health  expenditures 
report;  the  MEDPAR  report  that  links  Medicare  cost  and  utilization 
data  by  hospital;  health  status  indicators;  health  resource  and 
manpower,  etc. 

The  SHPDAs,  particularly  if  supported  by  adequate  funding  from  the 
Federal /State  Cooperative  Health  Statistics  System,  can  provide 
an  enormously  useful  information  capability  both  to  HSAs  and  to  all 
other  state  agencies  concerned  with  health  planning.  The  technical 
assistance  provided,  moreover,  may  considerably  strengthen  the 
working  links  between  HSAs  and  state  agencies  -  again,  in  the  mutual 
problem  solving  mode.    The  SHPDA  information  systems  in  Massachusetts 
and  New  Jersey  can  serve  as  models  in  these  respects. 


2.    Information  from  Hospital  Cost  and  Budget  Reports  Should  be  Made 
Routinely  Available  to  All  P.L.  93-641  Agencies 


Abstracts  of  the  data  from  these  reports*  suitably  analyzed  by  state 
and  HSA  area, should  be  developed  either  from  the  federal  Medicare 
Cost  Report,  the  only  national  cost  information  system,  or  from 
state  rate  setting  programs. 

However,  educational  efforts  are  required  to  assist  SHPDAs  and  HSAs 
to  learn  to  use  and  interpret  such  reports. 


3.    Information  from  PSROs  or  Other  Sources  of  Hospital  Patient  Data 
Should  Also  be  Available 


Recent  removal  of  the  barriers  to  access  to  necessary  aggregated 
patient  data  from  PSROs  marks  a  step  forward.    The  next,  most 
important  step,  will  be  to  make  the  analyses  actually  available  for 
use  by  HSAs  and  SHPDAs. 
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4.  Long  Range  Institutional  Plans  Should  be  Commonly  Formatted 

The  Planning  Act  requirement  for  submission  of  long  range 
institutional  plans  goes  a  step  towards  providing  information 
essential  for  anticipatory,  proactive  planning  by  HSAs  and 
the  SHPDA.    However,  unless  the  plans  are  structured  to 
provide  data  in  a  uniform  manner  the  opportunity  to  obtain 
aggregated  data  from  them  will  be  lost.    The  plans  should 
contain  three  year  capital  budgets,  using  the  costs  centers 
and  definitions  to  be  prescribed  under  terms  of  the  1977 
Medicare    Anti -Fraud  and  Abuse  amendments  to  the  Social 
Security  Act.    This  will  enable  them  to  tie  in  to  future 
hospital  costs  reports. 

To  avoid  duplicative  reporting,  plans  should  contain  notice 
not  only  of  possible  future  expansions  likely  to  result  in 
CON  applications,  but  the  required  periodic  reports  on  the 
status  of  projects  already  approved. 

5.  Special  Studies  at  the  Federal  Level  Should  Validate  Proposed 
Standards  with  Empirical  Evidence  and  Explicate  their  Cost  to" 


Benefit  Relationships. 


Recent  studies  in  New  York  State  that  call  into  question  the 
significance  of  the  savings  to  be  effected  from  closure  of 
underutilized  obstetrical  services  suggest  the  need  for  more 
empirical  studies  on  the  relation  of  resource  supply  to  cost 
excesses . 

The  costs  involved  in  applying  resources  standards  in  parti- 
cular situations,  e.g.,  manhours  in  committee  meetings,  costs 
of  lawsuits,  etc.,  need  to  be  factored  into  such  equations. 

6.    Routine  Analyses  and  Special  Studies  by  Rate  Setting  Program 
Staff. 

SHPDAs  and  HSAs  can  be  greatly  aided  in  major  project  reviews 
by  cost  impact  and  financial  feasibility  studies  furnished  them 
by  rate  setting  programs.    However,  since  these  create  con- 
siderable demands  on  the  resources  of  the  rate  setting  program, 
arrangements  for  suitable  compensation  should  be  made. 

In  addition,  rate  setting  program  staff  can  provide  special 
analyses  of  costs  projected  to  be  incurred  from  certain  classes 
of  programs,  equipment,  etc.    Close  participation  by  SHPDAs 
and  HSAs  in  the  design  stages  of  such  analyses  can  help  to 
insure  their  maximum  usefulness  to  all  the  parties. 
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FUNDAMENTAL  CHANGES  LINKING  HEALTH  PLANNING  TO  FINANCING 


1 .  National  Caps  on  Capital  Spending  and  Operating  Cost 
Increases  Provide  an  Essential  Framework  for  Health 
Planning  and  Regulation  for  Cost  Containment. 

Neither  health  planning,  certificate  of  need,  or  state  rate 
setting  programs,  alone  or  in  combination,  are  likely  to  make 
significant  impact  on  rising  health  care  costs  as  long  as 
there  is  no  overall  ceiling  on  spending. 

Ideally,  health  plans  should  be  constructed  within  the  context 
of  comprehensive  health  expenditure  budgets  for  states  and  HSA 
regions.  This  presupposes  two  conditions  neither  of  which 
presently  exists:  comprehensive  national  health  insurance;  and 
information  about  the  flow  and  patterns  of  total  health  expen- 
ditures related  to  health  services  at  the  state  and  HSA  levels. 

Until  these  conditions  are  changed,  national  caps,  such  as 
proposed  in  the  Administration's  Hospital  Cost  Control  Bill, 
seem  the  best  partial  solution  --  provided  that  they  do  not 
stimulate  a  flight  of  capital  and  spending  to  non-covered 
areas . 

2.  Within  the  Framework  of  a  National  Cap,  Health  Planning 
Flexibility  Should  be  Built  InT 

Nationwide  application  of  a  standard  expenditure  cap  in  dis- 
regard of  state  and  regional  differences,  as  with  rigid 
supply  standards,  would  create  inequities.    An  exception  process 
should  be  included  in  the  law  that  would  allow  states  and  HSAs 
to  administer  their  own  cap  programs,  when  they  can  submit 
sound  proposals  for  doing  so. 

3.  Funding  for  State  and  Regional  Maxicap  Experiments 

Many  difficult  problems  must  be  worked  through  in  developing 
a  feasible,  acceptable  procedure  for  allocating  resources  under 
any  form  of  cap. 

The  linking  of  health  planning,  regulation  and  financing 
should  find  its  fullest  expression  in  the  administration  of 
state  and  regional  maxicaps.    Four  years  experience  in 
Rhode  Island  demonstrates  the  possibilities. 

Two  such  programs  in  Rhode  Island  and  in  Rochester,  New  York 
have  received  funding  under  P.L.  92-603  funding  of  prospective 
reimbursement  experiments  and  demonstrations.    Both,  however, 
are  in  the  northeast  region  of  the  U.S.,  and  neither  program 
embraces  a  large  metropolitan  area. 


Several  more  full  scale  demonstrations  should  be  funded,  under 
the  section  1528  authority,  and  results  of  their  various 
processes  evaluated. 

Short  of  a  National  (or  State  and  Regional)  Cap,  There  Are 
Many  Opportunities  for  Linking  Health  Planning  and  Regulation 
with  Financing. 

Blue  Cross  plans  in  many  areas  of  the  nation  have  taken  the 
leadership  in  linking  reimbursement  to  health  planning  and 
regulation.    Although  some  of  these  innovations  have  eventually 
been  adopted  by  federal  programs,  as  in  section  1122,  for  the 
most  part,  except  in  the  SSA  funded  experiments,  waivers  of 
Medicare  and  Medicaid  reimbursement  principles  have  not  been 
forthcoming  -  preventing  their  participation  in  innovative 
ventures  and  thereby  weakening  the  potential  strength  of  the 
reimbursement  lever. 

One  of  the  major  avenues  for  innovation  pertains  to  changes  in 
principles  of  reimbursement  for  capital  costs  that  link  funding 
to  planning  priorities,  others  pertain  to  start-up  funds  for 
service  alternatives  to  inpatient  care,  and  selective 
contracting. 
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INTRODUCTION 


It  has  long  been  recognized  that  many  aspects  of  the  way  the  U.S. 
health  system  is  organized  and  financed  create  dysfunctional  incentives 
for  the  provision  of  economical  and  effective  health  services  to  the 
populations  that  need  them.    However,  history  shows  that  recommendations 
for  changes  in  the  system  put  forward  by  a  series  of  national  study 
commissions,  beginning  with  the  report  of  the  Committee  on  the  Costs  of 
Medical  Care  in  1929,  rarely  become  implemented.    Up  to  now,  even  when 
national  legislation  clearly  spells  out  the  goals  of  reform  and  planning 
mechanisms  for  achieving  them,  as  in  the  1966  Comprehensive  Health 
Planning  Program  and  the  concurrent  Regional  Medical  Program,  little 
seems  actually  to  happen. 

The  most  recent  attempt  at  reform,  the  National  Health  Planning 
and  Resources  Development  Act  of  1974  (P.L.  93-641)  goes  a  step  beyond 
prior  legislation  in  that  it  mandates  both  planning  and  regulatory  control 
mechanisms.    In  apparent  recognition  that  planning  not  backed  by  authority 
is  an  empty  exercise,  and  that  regulation  in  the  absence  of  policy  is  a 
dangerous  one,    the  implied  hope  is  that  if  these  two  sets  of  mechanisms 
can  be  brought  into  congruent  functioning    they  might  together  constitute 
sufficient  force  to  influence  system  change.    Merely  placing  the  two 
mechanisms  under  the  same  umbrella,  however,  will  not  necessarily  create 
a  partnership.    And,  judging  from  the  past  record,  if  health  planning 
and  health  regulation  function  in  isolation  they  may  well  work  at  cross 
purposes.    In  this  eventuality,  the  success  of  P.L.  93-641  in  accomplishing 
its  goals  is  not  likely  to  be  much  greater  than  that  of  its  predecessors. 


Purpose  of  the  Study 

In  the  pages  to  follow  we  report  the  findings  of  a  19-month  project, 
funded  under  a  contract  by  the  Bureau  of  Health  Planning  and  Resources 
Development  of  DHEW  -  HRA»designed  to  clarify  the  issues  that  surround  the 
linking  of  health  planning  to  certain  types  of  health  regulation,  and  to 
explore  ways  in  which  such  linkages  could  be  forged  or  strengthened. 

The  particular  question  addressed  was  whether,  and  how,  the 
various  agencies  created  by  the  Planning  Act  could  successfully  conjoin 
their  efforts  to  contain  out-of-control  increases  in  the  nation's 
expenditures  for  health  services,  and  to  secure  better  value  for  the 
health  dollars  spent.  (Even  during  the  short  span  of  our  project, 
national  health  expenditures  were  reported  to  jump  from  approximately 
$122  billion  annually  to  approximately  $140  billion.)    The  particular 
focus  was  on  the  relation  of  planning  and  state  rate  setting  as  they 
apply  to  the  specific  regulatory  and  review  functions  spelled  out  in 
the  Act,  namely:    to  the  reviews  and  state  regulation    of  new  institu- 
tional health  services;  to  the  periodic  reviews  of  the  appropriateness 
of  existing  services  and  facilities;  and  to  the  review  and  approval  of 
federal  program  funding. 
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We  proceeded  on  the  assumption  that  the  kinds  of  linkage  between 
planning,  and  rate  setting  that  seem  conducive  to  cost  containment,  (Bauer 
and  Altman,  1975),  also  apply  to  linkage  with  certificate  of  need  and 
section  1122  review  functions,  and  that  successful  linkage  should  mani- 
fest itself  in  the  following  ways: 

-  common  policies  on  cost  control  and  other  long  range 
goals  and  short  range  objectives; 

-  common  strategies  for  implementation; 

-  shared  activity  in  the  design  of  various  review 
processes  and  review  criteria; 

-  a  shared  data  base; 

-  sharing  of  tasks  to  be  performed  in  the  review  process, 
taking  advantage  of  the  special  expertise  of  the  various 
participants ; 

-  mutual  aid  in  monitoring  and  enforcement,  and  shared 
feedback  of  results. 


The  Study  Approach,  and  the  Project  Reports 

Assuming  that  successful  implementation  of  the  Act  will  be  facil- 
itated to  the  extent  that  the  kinds  of  problems  likelv  to  arise  in 
articulating  planning  and  regulatory  functions  can  first  be  anticipated 
and  then  realistically  addressed  by  the  parties  involved,  we  delineated 
two  major  components  of  our  task.    First,  we  tried  to  analyze  the  kinds 
of  obstacles  that  may  be  expected  to  deter  the  formation  of  good  working 
relationships  among  the  major  organizations  created  by  P.L.  93-641,  and 
between  them  and  "outside"  regulatory  agencies,  especially  state  rate 
setting  programs.    This  phase  resulted  in  the  report,  The  Arranged 
Marriage  of  Health  Planning  and  Regulation  for  Cost  Containment  under  P.L. 
93-641  -  Some  Issues  to  be  Faced,  a  draft  of  which  was  submitted  to  PHEW 
and  23  other  reviewers  in  the  Spring  of  1977.    The  document  was  revised 
and  updated  in  December  1977.    Second,  we  tried  to  identify  ways  to  cir- 
cumvent such  obstacles. 

The  point  in  time  when  our  project  was  conducted,  between  June  1976 
and  January  1978,  greatly  influenced  our  choice  of  both  study  method  and 
study  sites.    As  the  start  of  our  contract,  the  new  Health  Systems  Agencies 
(HSAs)  and  State  Health  Planning  and  Development  Agencies  (SHPDAs)  were 
just  getting  organized;  the  Statewide  Health  Coordinating  Councils  (SHCCs) 
were  yet  to  be  even  appointed.    At  this  early  development  stage,  any  type 
of  quantitative  evidence  we  might  have  accumulated  from  states  and  HSAs 
would  have  had  little  meaning.    Thus,  we  employed  the  case  method, 
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conducting  six  studies  in  four  different  states,  Connecticut,  Massachusetts, 
New  Jersey,  and  New  York.    Extensive  field  interviews  were  also  conducted 
in  Arizona.    Finally,  certain  developments  in  Wisconsin,  Maryland,  and 
Rhode  Island  were  followed  through  occasional  contacts  with  health  planners 
and  regulators  there. 

In  selecting  sites  for  case  studies,  we  only  considered  states  with 
both  conditionally  designated  state  health  planning  and  development  agencies 
(SHPDAs)  and  operating  rate  setting  programs.    Also,  we  tried  wherever 
possible  to  conduct  the  case  studies  in  states  and  localities  where  certifi- 
cate of  need  and/or  Section  1122  programs  and  regional  project  review  pro- 
grams were  already  well  established,  and  where  state  officials  were 
actively  trying  to  promote  linkage  with  rate  setting.    We  adopted  this  "best 
case"  selection  criteria  in  order  to  minimize  the  effects  of  the  many,  hope- 
fully transitory  problems  attending  any  new  agency's  establishment.  However, 
the  reader  should  bear  in  mind  that  the  HSA  and  SHPDA  actors  in  our  cases 
bring  a  background  of  experience  in  planning  and  regulation  and  sophistica- 
tion in  dealing  with  inter-agency  relationships  that  may  well  surpass  that 
found  in  the  "typical"  P.L.  93-641  setting  --  if  such  there  be. 

We  conceived  the  six  cases  to  be  exploratory  probes  which  might 
provide  readings  on  at  least  some  of  the  major  obstacles  the  various  new 
agencies  created  by  the  Act  were  encountering  in  developing  productive 
relationships  with  each  other  and  with  providers,  and  to  learn  the  steps 
these  agencies  were  taking  to  surmount  them.    Each  case  documents  in 
considerable  detail  how  the  various  concerned  parties  responded  to  some 
particular  tracer  problem  over  at  least  a  year's  period  of  intermittent 
field  observations.    Together,  the  cases  cover  a  range  of  situations  having 
to  do  with  cost  containment,  and  the  balance  of  cost  containment  objectives 
with  other  often  competing  values  of  patient  access  and  quality  of  care. 
The  events  that  activated  the  cases  were: 

-  a  community  hospital  in  a  Connecticut  town  seeks  a  certificate 

of  need  to  allow  it  to  expand  its  ambulatory  services  and  transfer 
its  pediatric  unit  to  a  code  compliant  building; 

-  a  planning  agency  in  upstate  New  York  attempts  to  close  down 
excess  obstetrics  services  in  at  least  one  of  the  hospitals 
in  its  major  city,  and,  in  a  possible  preview  of  P.L.  93-641 
appropriateness  reviews,  attempts  to  obtain  agreement  on  which 
institution(s)  should  effect  the  closure; 

-  an  inner  city  Catholic  hospital  in  New  Jersey  applies  for  HSA 
and  state  designation  as  a  Level  III  perinatal  care  center; 

-  the  HSA  in  New  York  City  confronts  the  problem  of  identifying 
inappropriate  cardiac  diagnostic  and  surgical  services  in 
hospitals  to  assist  decertification  efforts  by  the  state; 


-  a  suburban  hospital  in  Massachusetts  seeks  a  certificate  of 
need  for  purchase  of  a  CT  scanner  to  become  a  regional 
referral  center  to  serve  several  other  suburban  and  outlying 
hospital s . 

We  were  also  fortunate  in  securing  for  project  use  and  publication 
a  case  prepared  by  an  official  of  a  national  religious  organization  when 
attending  the  Harvard  Business  School.    It  details  the  five  year  chronology 
of  a  small  residential  home's  attempt    to  add  an  infirmary  wing  for  its 
elderly  residents,  and  describes  the  maze  of  federal,  state,  and  local 
regulations  an  institution  must  negotiate  in  addition  to  obtaining  its 
certificate  of  need. 

The  case  writers  employed  two  separate  but  interacting  approaches. 
First,  they  learned  the  anatomy  of  the  relevant  planning  and  regulatory 
structures  in  the  particular  state  and  HSA  region  where  the  case  took 
place:    state  laws  and  regulations,  organization  charts,  and  HSA  committees, 
work  plans,  etc.,  were  reviewed.    They  then  tried  to  observe  and  understand 
the  physiology  --  how  these  various  parts  of  the  system  actually  worked,  how 
they  interrelated,  and  the  factors  in  their  internal  and  external  bureau- 
cratic and  political  environments  that  appeared  to  influence  the  actual 
functioning  of  the  1974  planning  law's  formally  mandated  processes. 
Materials  and  readings  on  issues  were  usually  obtained  in  this  case  through 
interviews  with  the  principal  parties  involved  or  concerned  in  P.L.  93-641 
implementation,  i.e.,  certificate  of  need  and  rate-setting  reviewers,  state 
and  HSA  planners  and  board  members,  officials  of  state  and  local  government 
and  hospital  associations.    As  relevant,  the  case  writers  also  interviewed 
hospital  administrators  and  Dhysicians  key  to  each  particular  case,  and 
attended  public  meetings. 

The  studies  were  conducted  by  the  project  associate,  Margaret 
Sweetland  and,  during  summer  months  in  1976  and  1977  by  Jonathan  Brown, 
Randall  Evans,  and  Drew  Altman,  all  graduate  students  in  government  and 

ublic  policy  at  either  Harvard  or  the  Massachusetts  Institute  of  Technology. 

he  case  study  reports  are  as  follows: 


HOW  LINKS  AND  GAPS  BETWEEN  P.L.  93-641  PLANNING  AND 
REGULATORY  FUNCTIONS  AFFECTED  ONE  CONNECTICUT  HOSPITAL: 
A  CASE  REPORT,  Margaret  Sweetland,  December  1977. 

FACILITY  EXPANSION  AND  FACILITY  CLOSURE:  TWO  CASE  STUDIES 
IN  HEALTH  PLANNING  AND  REGULATION  FROM  ROCHESTER,  NEW  YORK, 
Jonathan  B.  Brown,  January  1978. 

REGI ONAL I ZATI ON  OF  CARDIAC  DIAGNOSTIC  AND  SURGICAL 
SERVICES  IN  NEW  YORK  CITY:  AN  EARLY  EXAMPLE  OF  APPROPRI- 
ATENESS REVIEW,  Jonathan  B.  Bown,  January  1978. 
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LINKAGES  BETWEEN  PLANNING,  REGULATION  AND  RATE  SETTING 
IN  NEW  JERSEY:    THE  CASE  OF  A  PERINATAL  CARE  CENTER 
DESIGNATION,  J.  Randall  Evans,  January,  1978. 

INSTITUTIONAL  RESPONSES  TO  EVOLVING  HEALTH  PLANNING  AND 
REGULATORY  PROGRAMS:  CASE  STUDIES  FROM  TWO  NEW  ENGLAND 
STATES,  Margaret  Sweetland,  Drew  Altman,  and  W.  Eugene 
Motter,  January  1978. 

The  notes  from  the  interviews  in  the  case  studies,  from  the  project 
director's  interviews  in  other  states  and  from  a  review  of  the  literature 
formed  the  basis  for  the  issues  paper,  referenced  earlier,  and  for  back- 
ground papers  for  a  conference  held  in  Arlington,  Virginia  on  October  13- 
14,  1977.    The  two  day  discussions  of  the  thirteen  participants,  who  are 
listed  in  Appendix  A,  are  reported  in  the  document,  LINKING  HEALTH  PLANNING 
AND  REGULATION  TO  INCREASE  COST  EFFECTIVENESS:  PROCEEDINGS  OF  A  CONFERENCE, 
Margaret  Sweetland  and  Katharine  G.  Bauer,  December  1977.    They  are  also 
drawn  on  freely  in  the  body  of  the  report  to  follow. 


How  This  Report  is  Organized 

This  report  is  presented  in  three  parts.    In  Part  I  we  outline 
some  of  the  major  issues  to  be  faced  in  attempts  to  link  health  planning, 
certificate  of  need  and  rate  regulation  for  cost  containment,  drawing 
from  the  longer  project  document  referred  to  earlier,  and  discuss 
issues  particular  to  the  three  sets  of  reviews  mandated  by  P.L.  93-641. 
In  Part  II,  we  note  activities  that  appear  to  offer  good  opportunities 
for  strengthening  interagency  ties,  outlining  alternative  approaches  and 
drawing  on  specific  examples  from  state  and  HSA  experience.    In  Part  III, 
we  consider  certain  alternative  approaches  for  changing  provider  incen- 
tives through  planning,  regulatory  and  reimbursement  linkages,  as  well 
as  some  neglected  opportunities  for  cost  containment. 


A  Caveat 


This  and  other  reports  from  our  project  were  designed  to  be  of 
immediate  interest  and  use  to  those  who  are  currently  shaping  policy  for 
health  system  change  at  federal,  state  and  HSA  levels.    For  the  reader 
with  a  more  general  interest,  we  must  enter  an  important  caveat. 
Unfolding  events  in  the  next  few  months  and  years  will  undoubtedly 
reduce  the  salience  of  certain  problems  that  today  seem  particularly 
troublesome,  while  others  will  presumably  move  to  center  stage.  For 
such  readers  ,  the  report  should  provide  a  benchmark  by  which  to  measure 
these  changes.    To  illustrate  the  uncertainties  in  our  study  environment, 
most  of  the  events  dealt  with  in  our  case  studies  were  not  affected  by 
the  actions  of  Statewide  Health  Coordinating  Councils  (SHCCs);  during 
this  period  these  were  just  becoming  organized.    As  this  final  report 
is  being  written,  the  Secretary  of  DHEW  has  yet  to  issue  his  formal 
statement  of  national  health  planning  goals  related  to  the  priorities 
in  section  1502  of  the  Planning  Act;    the  national  guidelines  and 
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standards  respecting  the  appropriate  supply  of  institutional  beds  and 
services,  which  DHEW  proposed  in  the  September  23rd,  1977,  Federal  Register 
and  which  elicited  approximately  50,000  responses,  are  currently  undergoing 
revision.    Likewise,  regulations  have  not  yet  been  issued  for  two  of  the 
three  mandated  P.L.  93-641  reviews  that  are  the  special  focus  of  our  study. 
Nor  could  we  benefit  from  an    analysis  of  the  new  HSA  and  state  health  plans 
called  for  by  the  law;  the  first  year's  HSA  plans  are  only  now  being  sub- 
mitted.   Finally,  in  Congress,  committees  are  just  this  month  beginning 
hearings  on  the  renewal  of  the  planning  law  authority;  amendments  will 
undoubtedly  be  made.    In  short,  many  aspects  of  both  the  policies  and  the 
structure  that  will  influence  the  future  implementation  of  P.L.  93-641  are 
still  very  much  in  the  process  of  flux  and  evolution.    Nevertheless,  we 
believe  the  issues  we  have  identified  are  fundamental  ones,  and  that  those 
who  administer  P.L.  93-641  programs  may  find  it  helpful  to  know  the  ways 
some  states  and  HSAs  are  attempting  to  deal  with  them. 
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PART  I. 


SECTION  1:    SOME  GENERAL  ISSUES  TO  BE  FACED 


The  National  Health  Planning  and  Resources  Development  Act  of  1974 
calls  for  ambitious  reform  of  the  U.S.  health  care  system.    Although  it 
does  not  directly  assign  cost  containment  a  higher  priority  than  equitable 
access  to  quality  medical  care,  the  entire  structure  can  be  -  and  is  - 
interpreted  as  providing  an  overall  context  of  concern  with  rising  expen- 
ditures for  health  care  within  which  the  myriad  planning  and  review 
activities  it  prescribes  should  take  place. 


Approaches  to  Cost  Containment  in  P.L.  93-641 

The  law  embodies  three  quite  different  approaches  to  cost  contain- 
ment.   First,  in  its  section  1502  priority  listing,  Congress  appears  to 
have  looked  for  long  term  savings  in  national  health  expenditures  from 
moves  to: 

-  organize  and  articulate  the  various  components  of 
health  care  delivery  in  more  efficient  ways; 

-  develop  alternatives  to  expensive  inpatient  insti- 
tutional care; 

-  prevent  costly  avoidable  illness. 

Second,  in  its  required  reviews  of  new  and  existing  institutional 
health  services,  it  appears  to  have  looked  for  more  immediate  savings, 
particularly  as  reaa^ds  hosDital  costs,  from  moves  to: 

-  prevent  unneeded  capital  and  service  expansion; 

-  reduce  the  supply  of  inefficiently  used  or  otherwise 
inappropriate  services  and  facilities. 

A  third  approach  seeks  to  bring  federal  funding  of  various  public 
health  programs  into  better  congruence  with  regional  and  local  priorities. 

To  meet  the  first  two  objectives  requires  vast  changes  in  the 
nation's  third  largest  industry,  and  the  ways  in  which  its  approximately 
380,000  physicians,  its  6,000  acute  care  hospitals,  its  countless  numbers 
of  other  health  providers  and  programs,  and  its  217  million  present  and 
potential  consumers    view  their  roles  and  make  their  daily  and  long-ranqe 
decisions.    To  encourage  such  changes,  the  Act  relies  on  three  sets  of 
mechanisms : 

-  Health  plans  at  regional  and  state  levels  are  to  set 
forth  better  matches  between  comprehensive  health  needs 

of  populations  in  defined  geographic  areas,  and  the  entire 
gamut  of  resources  employed  to  meet  them.    Plan  development 
is  to  be  guided  by  policies  that  reflect  national,  state, 
and  local  goals  and  objectives; 
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-  Reviews  of  health  service  institutions,  also  at 
regional  and  state  levels,  are  to  inform  regulatory 
decisions  on  certificate  of  need  and  section  1122 
proposed  growth  and  replacement  proposals.    In  the 
future,  they  are  also  to  determine  the  appropriateness 
of  existing  programs; 

-  Reviews  of  proposed  federally  funded  programs  conducted 
at  the  regional  level,  are  to  coordinate  such  programs 
with  health  plans. 

The  Planning  Act  attempts  to  marry  the  above  functions  in  the  activities 
of  the  many  new  agencies  it  has  created:  the  212  Health  Systems  Agencies 
(HSAs),  the  State  Health  Planning  and  Development  Agencies  (SHPDAs) ,  the 
Statewide  Health  Coordinating  Councils  (SHCCs)  and  the  National  Council 
on  Health  Planning  and  Development. 

State  programs  that  regulate  hospital  rates,  referenced  only 
marginally,  could  nevertheless,  if  the  various  agencies  so  desired,  play 
a  larger  part  in  the  processes  of  plan  development  and  institutional 
reviews  than  the  law  requires. 


The  Advantages  of  Linking  Health  Planning  and  Regulation 

During  the  decade  before  1974,  health  planning,  certificate  of  need 
and  rate  regulation  had  been  introduced  program  by  program  on  a  fairly 
wide  scale.    Typically,  these  programs  operated  quite  autonomously.  Sub- 
sequent evaluations  indicate  that  they  had  only  marginal  impact  on  the 
problems  they  were  called  on  to  address.    By  arranging  their  marriage  in 
the  new  planning  law,  Congress  seems  to  have  hoped  for  more  fruitful 
outcomes. 

The  advantages  of  linking  planning  and  regulation  appear  to  be  self- 
evident.    Regulation,  it  is  supposed,  can  supply  the  power  that  planning 
lacks.    Conversely,  planning  that  mediates  national  as  well  as  state  and  local 
goals  and  objectives,  it  is  supposed,  can  formulate  and  coordinate  action 
policies.    In  practice,  as  we  shall  see  later,  this  division  of  roles  is 
sometimes  more  apparent  than  real.    The  possibility  of  untoward  effects  from 
imbalances  in  planning  and  regulation  also  needs  to  be  considered. 

State  certificate  of  need  regulators  have  a  strong  stake  in  HSA 
success  in  advance  planning  among  institutions  that  will  reduce  the 
volume  of  CON  applications  for  unwarranted  capital  and  service  expansions; 
HSAs  have  an  even  stronger  stake  in  the  state  agencies  backing  them 
up  when  they  make  adverse  review  recommendations.    In  time,  if  and 
when  local  providers  seriously  address  planning  priorities  in  their 
project  applications,  HSAs  will  look  to  state  regulators  to  back  up  their 
recommendations  for  approval.    State  regulators  want  reliable  planning 
standards  and  review  criteria  to  provide  due  process  in  their  decisionmaking; 
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HSAs  welcome  regulators'  success  in  establishing  legally  enforceable 

limits  to  expansions,  such  as  for  tertiary  services,  embodied  in  regulations, 

to  encourage  local  institutions  to  share  services. 

The  power  of  state  rate  setting  programs  to  disallow  increases  in 
rates  for  unauthorized  services  and  facility  expansions  appears  to  be  a 
successful  means  to  enforce  certificate  of  need  and  Section  1122  review 
decisions.    Rate  setting  is  now  being  widely  looked  to  as  a  possible  means 
of  putting  teeth  into  the  future  reviews  of  existing  institutional  services, 
through  application  of  reimbursement  penalties  on  institutions  whose 
services  are  found  to  be  inappropriate  —  even  though  both  the  legality  and 
the  political  viability  of  such  actions,  geared  to  shrinking  the  hospital 
system,  remain  to  be  tested. 

The  consequences  of  failure  to  achieve  partnership  between  health 
planners  and  regulators,  especially  around  questions  of  policy,  can  lead  to 
potentially  disasterous  consequences.    The  nation  has  learned  from  experience 
in  many  other  industries  that  regulation  devoid  of  a  systemwide  policy  frame- 
work often  brings  results  counterproductive  to  its  intended  purpose.  For 
example,  in  the  absence  of  viable  home  care  alternatives,  a  certificate  of 
need  moratorium  on  long-term  care  facility  expansion,  while  reducing  capital 
spending  in  the  short  run,  can  increase  lengths  of  stays  in  hospitals  and 
thus  increase  total  expenditures  for  hospital  care  over  the  longer  term. 
Hospital  rate  setting  that  in  the  pursuit  of  "efficiency"  penalizes  low 
medical/surgical  bed  occupancy  in  hospitals  may  stimulate  unneeded  elective 
surgery  or  excessive  lengths  of  stay  and  thus,  again,  increase  total  expen- 
ditures.   (Unneeded  surgery,  of  course,  also  increases  risks  to  patients.) 
Regulation  of  the  purchase  of  expensive  equipment  by  hospitals,  where  cor- 
porate budgeting  reviews  and  controls  already  exist,  may  stimulate  untram- 
melled growth  of  and  even  more  expensive  acquisitions  by  new,  freestanding 
organizations  devoid  of  internal  professional  control  mechanisms.  Most 
important,  if  hospitals  and  others  who  are  responsible  for  providing  care 
to  patients  receive  one  set  of  signals  from  the  agencies  who  develop  local 
and  regional  plans,  and  another  set  from  those  who  develop  federal  and 
state  regulations,  they  can  only  be  expected  to  respond  with  indifference, 
game  playing,  or  active  resistance,  depending  on  the  stakes  involved. 

However,  the  two-tiered  plan  development  and  review  system  that  the 
planning  law  establishes  offers  many  opportunities  for  HSAs  and  state 
agencies  to  develop  complementary  strategies  for  encouraging  providers  to 
move  in  the  direction  of  such  common  goals  and  policies  as  they  may 
develop.    Furthermore,  the  potential  synergistic  effects  of  planning  and 
regulation  provide  almost  the  only  levers  for  change  that  the  new  agencies 
have  at  their  command,  given  the  crucial  omissions  in  the  planning  law's 
scope  and  in  its  armamentarium  of  potential  sanctions. 


Paucity  of  Incentives  and  Sanctions  for  Movement  Toward  Cost  Containment 


These  omissions  merit  review.    Most  notably  the  law  provides: 


-  no  budgetary  framework  or  annual  caps  on  health 
expenditures  within    which  planners  could  spell  out 
priorities,  or  within  which  reviewers  could  reach 
decisions  on  institutional  expansion,  or  definitions 
of  "appropriateness"; 

-  no  way  to  fund  start-up  and  operating  costs  of 
alternatives  to  inpatient  care  and  prevention 
programs,  or  to  pay  the  closeout  costs  of  unneeded 
facil i ties ; 

-  no  power  to  influence  where  physicians  practice, 
their  referral  networks,  their  staff  privileges  or 
their  degree  of  cost  consciousness  when  ordering 
ancillary  services; 

-  no  power  to  prevent  non-institution  based  physicians 
or  others  from  acquiring  facilities  and  equipment  that, 
for  institutions,  would  be  subject  to  certificate  of 
need  regulation; 

-  no  power  to  influence  the  many  federal,  state,  and 
local  regulatory  bodies  and  voluntary  agencies  whose 
decisions  may  push  up  institutional  costs; 

-  no  power  to  bargain  with  unions,  or  to  influence  other 
segments  of  the  economy  that  may  also  push  up 
institutional  costs; 

-  no  authority  to  bring  federal  hospitals  under  the 
aegis  of  local  and  state  planning  and  regulation. 

Even  with  respect  to  the  narrow  component  of  institutional  services, 
the  agencies  established  under  the  Act  can  offer  no  financial  incentives 
or  impose  any  new  sanctions  to  stimulate  change.    The  only  new  incentive 
the  planning  law  introduces,  yet  untried,  will  be  the  public  disclosure  of 
state  agencies'  appropriateness  review  findings. 

The  sole  regulatory  power  is  an  indirect  one:  state  authorities' 
right  to  deny  approval  of  institutional  expansions  under  their  own  certifi- 
cate of  need  programs,  and  their  power  to  make  adverse  recommendations  to 
DHEW  under  section  1122  contracts.    Most  states  have  already  had  one  or 
the  other  of  these  powers  for  some  years  (all  must  have  CON  programs  by 
1980  as  a  condition  of  federal  funding),  but  how  avidly  they  pursue 
politically  unpopular  cost  containment  goals  varies  considerably.  However, 
when  state  programs  do  deny  proposed  projects,  Blue  Cross  plans,  government 
third  party  payers  and  rate  setting  programs  will  almost  universally  refuse 
to  reimburse  for  any  associated  depreciation  and  interest.    Some  of  them 
also  deny  reimbursement  or  rate  increases  to  support  associated  increases 
in  an  institution's  operating  costs.    According  to  Lewin  (1975),  this 
linking  of  CON  and  section  1122  reviews  with  reimbursement  penalties  has 
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been  successful  in  discouraging  lending  institutions  from  financing 
unapproved  projects. 

With  this  one  exception,  however,  the  Planning  Act  excludes 
from  the  purview  of  the  agencies  it  creates  most  of  the  key  elements 
that  currently  determine  the  way  the  U.S.  health  system  actually 
operates.    Physicians  and  other  health  professionals  continue  to  function 
just  as  autonomously  as  before,  the  basic  way  the  system  is  financed 
continues  unchanged,  and  the  new  review  and  regulatory  functions  prescribed 
by  the  Act  are  simply  superimposed  on  the  existing  complicated  regulatory 
structure,  not  integrated  with  it.    And  even  in  the  case  of  institutional 
reviews,  with  the  exception  of  public  disclosure,  the  regional  planning 
agencies  have  no  new  powers.    Given  these  handicaps,  until  measures  such 
as  the  Administration's  1977  hospital  cost  control  bill  or  national  health 
insurance  significantly  link  the  functions  of  health  planning  and  regulation 
to  financing,  it  would  be  unfortunate  if  Congress  and  DHEW  expected  rapid 
progress  towards  either  the  systemwide  changes  enunciated  in  section  1502 
or  the  short  term  containment  of  institutional  costs. 


A  Necessary  Developmental  Period 

One  can  speculate,  of  course,  that  the  new  agencies'  lack  of  power 
is  perhaps  fortunate  during  the  developmental  period  when  the  arts  of 
health  planning  and  economic  regulation  are  still  in  their  infancy.  Tech- 
nocratic decisionmaking  based  merely  on  "commonsense"  untested  assumptions 
supported  by  grossly  inadequate  data  might  easily  lead  to  costly  errors  and 
unnecessary  political  damage.    For  example,  the  conventional  planning/cost 
control  wisdom  has  long  made  closure  of  low  occupancy  OB  services  with  under 
500  deliveries  a  year  a  prime  potential  source  of  hospital  cost  saving, 
viz.,  the  assumption  that  the  cost  of  maintaining  an  unoccupied  hospital 
bed  is  fully  half  the  cost  of  maintaining  an  occupied  one.    However,  recent 
empirical  cost  analyses  in  New  York  State  raise  fundamental  questions  about 
the  validity  of  this  and  similar  cost  assumptions  underlying  the  drive  to 
reduce  OB  units  (New  York  State  Health  Planning  Commission,  1977).    In  the 
long  run,  it  may  turn  out  to  have  been  fortunate  that  massive  closings  have 
not  as  yet  been  enforced  through  planning  and  reimbursement  linkage.* 

Some  observers  believe  that  the  real  purpose  of  the  planning  law  is 
to  provide  an  infrastructure  in  preparation  for  a  future  national  health 
insurance  program,  designed  to  support  increasing  responsibilities  for 
health  system  change  and  selected  aspects  of  administration,  phased  incre- 
mentally.   If  this  be  so,  the  initial  four  or  five  years  should  be  regarded 
as  a  shakedown  period  in  which  the  planning  and  regulatory  partners  learn 
to  accommodate  to  and  support  each  other,  and  to  develop  a  better  basis 
for  decisionmaking. 


*0r,  it  may  turn  out  to  have  been  unfortunate:  the  evidence  is  still  not 
in. 
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Examination  of  the  issues  surrounding  such  hoped  for  partnership 
reveals  many  impediments  to  be  faced  and  overcome  before  agreement  on 
policies  and  strategies  is  likely  to  be  reached,  and  planning,  review  and 
regulatory  processes  synchronized  accordingly.  These'  are  outlined  in 
succeeding  sections  of  this  report.    They  relate  to  general  problems 
that  can  affect  almost  any  aspect  of  how  new  agencies  relate  to  each 
other,  and  with  rate  setting  programs. 


Issues  Arising  from  Organizational  Structure 

The  structure  established  by  the  Planning  Act  creates  obstacles  to 
cooperative  interagency  functioning  along  two  major  dimensions.    The  verti- 
cal, state/regional,  axis  concerns  SHPDA,  HSA  and  HSA  board-to-subarea  rela- 
tionships.   The  horizontal  axis  concerns  relationships  within  and  among  state 
agencies,  between  HSAs  and  local  governments,  and  other  regional  entities. 

On  the  vertical  axis,  we  observed  tensions  created  by: 

-  Differences  in  weighting  of  objectives.    In  some  parts  of 
the  nation,  at  least,  state  agencies  may  fear  that  HSA 
interest  in  questions  of  access  and  quality  will  overbalance 
interest  in  controlling  costs;  HSAs  may  fear  that  state 
regulatory  agency  interest  in  controlling  costs  of  insti- 
tutional care  may  overbalance  or  defeat  objectives  for  more 
cost  effective  ways  of  organizing  the  broader  health  system 
and  of  improving  the  health  status  of  populations;* 

-  Division  of  responsibility  and  authority.    The  non-hierarchical 
structure  of  the  planning  act  causes  special  problems.  State 
agencies  report  to  state  governors  and  are  subject  to  state  laws 
and  budget  appropriations;  the  largely  private  nonprofit  HSAs 
report  to  and  are  funded  by  DHEW; 

-  Confusion  of  responsibility  for  establishing  policies  to 
guide  actions.    State  government  officials  may  be  concerned 
that  the  required  bottom-up  planning  initiated  in  HSAs  and 
eventuating  in  SHCC-developed  state  plans  may  appear  to 
commit  them  to  unwanted  policies.    While  HSAs  may  be  con- 
cerned that  detailed  federal  and/or  state  formula-based 
hospital  bed  and  other  resource  supply  standards,  when 


*Note  that  most  of  our  interviews  were  conducted  in  states  where  Medicaid 
programs  were  causing  fiscal  distress.    Were  Medicaid  to  be  funded  by  the 
federal  government,  this  particular  source  of  state  agency/HSA  tension, 
which  now  varies  considerably  among  the  states,  might  well  disappear.  In 
that  situation,  the  HSAs,  because  they  are  directly  responsible  to  the  federal 
government,  might  prove  to  manifest  a  far  stronger  interest  in  cost  contain- 
ment than  would  state  governments.    Even  now,  in  the  course  of  our  field 
studies  in  highly  cost  conscious  states,  we  observed  several  instances  where 
HSA  reviews  recommended  against  multimillion  dollar  hospital  expansion  pro- 
posals that  state  certificate  of  need  agencies  subsequently  approved. 
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promulgated  as  regulations,  will  preempt  their  freedom  to 
tailor  planning  and  review  recommendations  to  local 
conditions,  they  also  looked  to  those  externally  imposed 
norms  to  provide  incentives  for  better  inter-institutional 
planning  in  their  localities.    Reactions  varied  according 
to  the  particular  standard  proposed,  and  among  different  HSAs. 

-  Mutual  skepticism  by  state  agencies  and  HSAs  about  the  other's 
ability  to  reach  sound  decisions.    State  officials  may  question 
the  capabilities  of  HSA  consumers  and  suspect  that  providers 
will  dominate  HSA  plan  development  and  reviews;  HSAs  may  fear 
that  state  agency  staffs  are  devoid  of  a  system  view  of  health, 
lack  understanding  of  substate  regional  and  community  needs, 
and  professional  and  political  realities.    Finally,  HSAs  fear 
that  elected  state  officials  and  legislators  may  bend  too 
readily  to  pressures  brought  by  major  providers; 

-  Differences  in  formal  and  informal  power.    HSAs  cannot  enforce 
their  review  recommendations  unless  the  state  chooses  to  back 
them  up  with  its  regulatory  authority;  state  government  is 
potentially  vulnerable  to  community  pressures  that  local  con- 
sumers, providers  and  possibly  HSA  board  and  committee  members 
may  attempt  to  mobilize  around  specific  issues; 

-  Difference  in  pay  scales  and  personnel  systems  between  state 
governments  and  HSAs.     Typically,  civil  service  rules  severely 
handicap  state  administration;  HSAs  are  free  to  attract  and  hold 
professional  staff  with  skills  perhaps  more  commensurate  with  the 
nature  of  mandated  responsibilities.    Pay  differences  and  HSA 
personnel  flexibility  may  generate  ill-feeling  in  state  agencies. 

-  Differences  in  degree  of  accountability  between  HSA  boards  and 
subarea  councils.    HSA  boards,  whose  actions  must  conform  to  PHEW 
regulations,  may  be  concerned  that  their  subarea  councils  will 

be  overly  responsive  to  gaps  in  provisions  of  services  to  their 
populations,  and  overly  sensitive  to  the  desires  of  ethnic  and 
religious  groups  and  of  local  providers;  subarea  councils  may  be 
concerned  that  HSA  boards,  like  state  government,  will  make 
review  recommendations  insensitive  to  real  life  conditions  in 
the  communities  where  patients  actually  seek  care  and  providers 
render  it. 

The  dichotomies  in  agency  perspectives  that  emerge  in  this  listing  may 
fairly  express  the  varied  needs  of  a  pluralistic  society.    Thus,  the  public- 
private  structure  prescribed  in  the  planning  law,  despite  the  problems  it 
creates,  may  represent  the  best  of  alternative  models  that  Congressional 
committees  considered.    This  is  not  for  us  to  judge.    However,  difficulties 
in  forging  cooperation  among  the  many  separate  organizational  components  the 
law  involves  at  community,  substate  region  and  state  levels  are  an  inevitable 
price  we  must  expect  to  pay  for  a  structure  providing  checks  and  balances. 

On  the  horizontal  axis,  there  are  obstacles  to  interagency  coopera- 
tion at  both  the  regional  and  state  levels.    HSAs  and  local  governments  may 
well  pursue  different  objectives  as  regards  health  services.    HSAs  may  look 
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to  regional ization  of  health  services  and  priorities  among  federal  program 
approvals,  related  to  their  Health  Systems  Plans,  as  means  to  contain 
systemwide  health  expenditures;  local  governments  will  usually  want  a  full 
range  of  services  and  programs  available  to  their  citizens,  and  will  oppose 
facility  closings  that  add  to  unemployment. 

At  the  state  level,  obstacles  include: 

-  Different  weighting  of  objectives  by  state  executive  offices, 
legislators,  planners  and  regulators.    Governors,  lawmakers, 
SHPDAs,  certificate  of  need  and  rate  setting  programs  may  each 
assign  different  weights  to  broad  goals  of  patient  access  to 
health  services,  jobs  and  economic  development,  service  quality 
and  cost  containment.    Such  differences  will  also  characterize 
other  health-related  programs  at  the  state  level.    Planners  and 
regulators,  furthermore,  may  look  for  containment  of  increases 
in  health  expenditures  from  different  types  of  actions,  e.g. 
regional ization  tailored  to  the  special  needs  of  populations 
and  the  special  capabilities  of  individual  institutions  versus 
across  the  board  ceilings  on  price/revenue  increases  and  mora- 
toriums on  expansion  of  beds,  services  and  expensive  equipment. 

-  Different  sources  of  legal  authority  and  funding  among  state 
agencies"    Although  funding  conditions  may  require  SHPDAs  and 
certificate  of  need  programs  to  conform  to  planning  law  provi- 
sions and  regulations,  all  agencies  of  state  government  are 
constituted  under  state  laws  that  define  their  purposes  and 
activities.    Thus,  the  state  level  planning  and  regulatory 
agencies  referenced  by  the  law,  as  well  as  putatively  related 
agencies  and  programs  Csuch  as  for  rate  enforcement,  emergency 
medical  services,  maternal  and  child  health,  drug  and  alcohol 
treatment),  each  function  under  their  own  legal  authority, 
with  gubernatorial  direction  of  varying  strength,  and  under 
appropriations  by  state  legislators  who  have  varying  degrees 
of  sympathy  with  their  objectives. 

-  Bureaucratic  distance  created  by  the  autonomous  nature  and 
functioning  of  organizational  units  within  state  government. 
State  health  planning  activities,  certificate  of  need  programs 
and  rate  setting  programs  are  of  necessity  administered  by 
separate  organizational  units.    Even  when  located  within  the 
same  secretariat  or  agency,  they  may  operate  in  functional 
isolation.    Interagency  rivalry  and  competition  for  funds  may 
also  damage  their  relations  with  each  other  and  with  the  many 
other  state  health  agencies  and  programs  whose  actions  directly 
affect  health  planning  and  regulation. 
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The  complexities  of  the  coordinative  task,  both  along  these  vertical 
and  horizontal  dimensions,  can  hardly  be  overestimated.    A  shortcoming  of 
the  federal  planning  law  and  regulations  is  their  notable  silence  on  expec- 
tations for  the  conjoining  of  policymaking  efforts  by  the  various  agencies 
the  law  establishes  or  references.    Moreover,  since  each  of  the  agencies  is 
given  a  plethora  of  specific  tasks  to  perform  as  well  as  numerous  deadlines 
to  meet,  they  could  easily  forego  interagency  activity  not  specifically 
spelled  out  in  regulations.    However,  because  HSAs  and  state  level  planning 
and  regulatory  agencies  all  have  such  a  strong  stake  in  reaching  agreements 
and  working  out  necessary  compromises  on  health  policies,  both  to  reinforce 
each  others'  actions  and  to  avoid  politically  destructive  conflicts,  most 
officials  and  staff  members  we  interviewed  during  our  study  were  actively 
seeking  better  communication  towards  this  end. 


Issues  Surrounding  Development  of  Common  Action  Policies 

One  must  assume  that  the  underlying  purpose  of  the  many  types  of 
health  plans  called  for  in  the  planning  law  is  to  embody  policy  consensus 
and  to  supply  direction  to  forthcoming  action.    Two  questions  immediately 
arise.    First,  whose  actions,  of  what  kinds  are  likely  to  be  influenced  by 
the  plans?    Second,  will  the  important  policy  questions  be  addressed? 

Planning  from  the  HSA  level  upwards,  as  required  by  the  law,  en- 
courages the  development  of  health  policies  that  are  responsive  to  local 
needs  but  in  line  with  national  priorities  and  guidelines.       However,  as 
we  have  already  noted,  these  policies  may  not  be  acceptable  to  agencies  at 
the  state  level  and  thus,  will  not  necessarily  be  incorporated  into  either 
state  budgets  or  into  state  CON  or  rate  setting  reviews  of  institutional 
services.    The  ultimate  issue,  of  course,  is  the  degree  to  which  individual 
providers  of  health  services  will  be  directly  influenced  by  the  various 
goals  and  objectives  incorporated  in  both  HSA  and  state  plans  as  they 
formulate  their  own  short  and  long  term  institutional  plans. 

Will  those  who  develop  HSA  and  state  health  plans  seriously  address 
and  reach  consensus  on  the  important  underlying  policy  issues  in  health 
care  delivery,  as  they  relate  to  cost  containment?    The  planning  law's 
broad  statement  of  purpose  states  that  "achievement  of  equal  access  to 
quality  medical  care  at  a  reasonable  cost  is  a  priority  of  the  Federal 
Government".  While  this  establishes  a  necessary  framework  for  policy,  it 
does  not  provide  policy  guides  to  which  HSAs,  SHPDAs  and  state  regulatory 
agencies  can  relate  their  actions.    Examples  of  more  specific  questions 
that  need  to  be  addressed  and  resolved  include: 

-  Should  cost  containment  efforts  be  directed  at  all  sources 
of  possible  excess  spending,  including  those  attributable 
to  physicians,  or  be  confined  to  controls  on  institutions? 
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-  Will  the  public  utility  or  the  free  market  approach  best 
accomplish  the  common  goals? 

-  How  should  reviewers  take  into  account  differences  among 
institutions  with  respect  to  the  complexity  of  cases  they 
treat  and  the  scope  and  quality  of  their  services? 

-  Should  medical  centers  remain  the  nexus  of  tertiary  care, 
manpower  training  and  health  services  organization?  Should 
they  extend  their  reach  through  regional  arrangements  and 
agreements  with  community  hospitals?    Or  should  their  pre- 
sent role  be  reduced? 

-  Should  alternative  care  services  be  hospital  based  or  free- 
standing? Which  services  are  most  cost  effective  where? 

-  Should  external  reviewers  be  responsible  for  passing  on  the 
competence  and  character  of  actual  or  prospective  providers 
of  health  services  and  patient  satisfaction,  or  should  they 
be  guided  only  by  quantitative  criteria? 

-  How  should  the  question  of  physician  staff  privileges  be 
dealt  with  in  making  recommendations  for  hospital  closings 
or  in  encouraging  new  HMOs? 

-  Should  "need"  decisions  be  based  on  institutional  demand,  on 
normative  population-based  standards,  or  on  some  combination 
of  approaches?  Should  the  special  needs  and  wishes  of  reli- 
gious and  ethnic  groups  be  factored  into  need  estimates? 

-  What  is  the  proper  role  of  profit-making  in  the  provision 
of  health  care  services? 

Resolving  such  questions,  or  even  debating  them  openly,  puts  all  who 
are  involved  at  considerable  political  risk.    Temptations  to  avoid  the 
exercise  will  always  be  strong.    Yet  most  health  planners  and  regulators 
agree  that  unless  general  consensus  on  such  matters  is  reached,  formally  or 
informal ly,  and  becomes  the  basis  for  HSA  and  state  plans  and  for  review 
criteria  and  standards,  the  present  confusion  of  short  run  versus  long  run 
cost  control  and  other  objectives  is  likely  to  be  perpetuated  in  HSA  review 
recommendations  and  in  certificate  of  need  and  rate  setting  decisions.  Not 
only  would  this,  too,  be  likely  to  expose  the  parties  to  political  risk, 
but  progress  towards  goals  of  cost  containment  could  well  be  impeded  by 
continual  resort  to  litigation  --  or  to  "further  study." 


The  Dilemma  Posed  by  Criteria  and  Standards  -  Surrogates  for  Policy? 

DHEW,  state  regulatory  agencies  and  HSA  review  bodies  all  ardently 
seek  objective  criteria  and  standards  to  which  they  can  refer  in  making 
their  regulatory  and  planning  decisions.    The  presence  of  such  standards 
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takes  the  onus  of  responsibility  for  unpopular  decisions  off  the  reviewers. 
Moreover,  if  they  are  accepted  by  providers  of  services,  their  very  exis- 
tence will  stimulate  voluntary  activity  towards  shared  services,  mergers  and 
the  like,  in  moves  calculated  to  avoid  possible  meat-axe  applications  of 
standards  by  external  agencies  in  the  course  of  their  respective  budget,  new 
institutional  services,  and/or  appropriateness  reviews. 

Criteria  and  standards  should  always,  of  course,  be  designed  in  the 
context  of  the  specified  policy  goals  and  objectives  to  be  accomplished. 
Only  by  measuring  progress  towards  these  goals  can  their  effectiveness  be 
analyzed,  and  the  programs  that  employ  them  be  held  accountable.  However, 
since  the  politics  of  health  care  make  explicit  goals  inordinately  hard  to 
specify,  there  is  an  omnipresent  danger,  already  apparent  in  aspects  of 
health  manpower  and  facility  licensing,  that  criteria  may  come  to  dictate 
policy  rather  than  implement  it.    Several  facts  in  the  current  environment 
suggest  that  planning  and  review  criteria  as  regards  supply  and  distribution 
of  institutional  services  may  well  become  adopted  and  frozen  into  place  well 
in  advance  of  -  and  without  necessary  relation  to  -  agreement  on  fundamental 
health  system  policies  on  cost  containment  of  the  kind  we  have  outlined 
above.    For  example: 

-  Standards  developed  by  DHEVJ  may  be  promulgated  as  regulations 
prior  to  acceptance  of  national  goals  and  objectives.    Were  the 
draft  national  guidelines  proposed  in  September  1977  to  become 
fixed  in  regulations,  they  would  in  effect  preempt  national, 
state  and  HSA  debate  on  many  of  the  policy  issues  listed  above, 
except  in  the  few  HSA  areas  with  lower  bed  to  population  ratios 
than  the  resource  standards  set  forth.    For  example,  were  health 
plans  and  project  reviews  to  be  governed  by  these  particular 
guidelines,  at  least  until  subsequent  guideline  revisions,  they 
would  automatically  have  to  exclude  considerations  of  quality  of 
care  and  religious  preference.    Competition  to  established 
institutions  from  new  facilities  would  also  be  precluded. 

Timetables  for  state  and  HSA  plans  and  review  criteria  are  also 
out  of  phase.    Since  most  states  were  conducting  reviews  of  new 
institutional  services  prior  to  the  advent  of  the  Planning  Act, 
with  or  without  benefit  of  guiding  policy,  they  had  already 
adopted  working  review  criteria  and  standards.    Unless  special 
efforts  are  made,  the  many  additional  criteria  required  by  the 
planning  law  are  apt  to  build  on  those  in  current  use,  rather 
than  evolving  from  goals  and  objectives  currently  being  formu- 
lated in  health  plans. 

-  Regulatory  agencies  depend  on  quantitative  standards  to  provide 
due  process  and  avoid  court  challenges.    Policies  that  require 
qualitative  judgments  tend  not  to  be  rigorously  implemented. 
This  applies  both  to  agencies  administering  certificate  of  need 
and  rate  setting  programs. 
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The  Planning  Act  calls  on  HSAs  and  SHPDAs  to  use  a  host  of  criteria 
to  govern  their  reviews  of  institutional  services,  since  reviewers  must 
consider  the  particular  components  of  service  -  medical/surgical,  pediatric, 
outpatient,  etc.    These  criteria  are  to  be  expressed  in  quantitative  terms 
to  the  extent  possible.    However,  the  relation  of  a  proposed  project  to  the 
HSA  or  state  plan  is  not  a  precondition,  or  even  priority  matter,  but  only 
one  of  twelve  items  to  be  "considered"  in  criteria  development. 

Although  planners,  CON  regulators  and  rate  setters  may  wish  for 
libraries  of  criteria  and  standards  to  support  their  decisions,  a  long  and 
difficult  development  period  will  be  necessary  before  many  reliable  quanti- 
tative measures  will  be  available.    Of  the  limited  criteria  that  now  exist, 
few  are  scientifically  constructed  and/or  validated*  As  one  state  planning 
official  observed: 

There  is  a  common  belief  that  the  criteria  and  standards 
now  in  use  were  arrived  at  by  processes  of  observation, 
data  analysis,  hypothesis  testing  and  evaluation.    In  fact, 
when  you  look  closely  at  their  histories,  you  find  that  most 
of  them  simply  reflect  the  opinions  and  best  guesses  of  some 
committee  that  spent  a  few  sessions  sitting  around  and  dis- 
cussing the  problem. 

Criteria  development  poses  many  problems  (Wagner,  1977).  First,  there  is  as 
yet  no  agreement  on  the  question  of  whether  they  should  relate  to  optimum  or 
minimum  levels  of  performance;  standards  now  employed  represent  a  mixed 
assortment.  Second,  there  is  no  resolution  to  the  question  of  whether  stan- 
dards should  be  based  on  historical  utilization,  cost  and  quality  experience, 
or  on  normative  standards  of  what  and  how  many  services  are  appropriate  t6 
meet  a  population's  needs  and  what  they  should  cost  if  delivered  efficienty. 
Both  methods  have  major  pitfalls.    Standards  based  on  historical  data 
assume  an  unreal  world  without  major  population  migrations,  changes  in 
clinical  medicine  or  changes  in  the  health  system,  and  assume  that  society 
should  perpetuate  present  patterns  of  medical  care  utilization.    But  the 
alternative    -  normative  judgments  based  on  the  values  and  opinions  of  a 
few  individuals,  with  no  ready  means  of  val idation  -  may  be  even  riskier  if 
sanctified  into  numerical  standards  and  solidified  into  immutable  regulations. 

The  major  obstacle  to  the  development  of  sound  criteria  and  standards, 
however,  stems  from  the  dearth  of  required  clinical,  cost  and  patient  out- 
come data,  and  the  near  impossibility  of  performing  controlled  planning 
experiments  in  the  face  of  the  many  variables  that  must  be  dealt  with. 

As  this  report  is  being  written,  Congress  is  deliberating  whether 
final  decisions  on  application  of  numerical  standards  in  health  plans  and 
review  criteria  should  be  made  at  the  federal  or  at  HSA  and  state  levels. 


*  Among  these  few  are  guidelines  for  obstetrical  services  developed  by 
the  American  College  of  Obstetrics,  for  perinatal  services  developed  by 
the  Committee  on  Perinatal  Health,  and  for  diagnostic  cardiac  services 
developed  by  the  Inter-Society  Commission  for  Health  Disease  Resources. 
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If  responsibility  is  decentralized,  planners  and  regulators  in  the  various 
states  may  still  have  the  opportunity  to  arrive  at  policy  consensus  before 
agreeing  on  criteria  to  implement  it.    However,  to  do  so  requires  that  the 
structural  barriers  to  interagency  cooperation  noted  earlier  be  recognized, 
and  that  efforts  be  made  to  overcome  them,    In  addition,  certain  state  laws 
may  require  modification  to  allow  more  discretion  to  regulatory  agencies. 
Such  agencies  must  be  willing  to  reexamine  some  of  their  existing  operational 
policies  in  the  light  of  the  goals  and  objectives  of  the  newly  emerging  health 
plans.    In  addition,  they  will  require  better  information  with  which  to  de- 
velop both  policies  and  criteria. 


Gaps  in  Information  Required  for  Policy  Making 

A  fundamental    obstacle    to    the    development    of    common  policies 
among  planners  and  regulators  is  the  lack  of  objective  evidence  as  to 
whether  any  given  planning  or  regulatory  approach  actually  reduces  costs  or 
merely  shifts  them  to  other  providers  or  payers.    The  planners'  view,  accord- 
ing to  the  intention  of  P.L.  93-641,  is  to  embrace  total  health  system  costs 
and  benefits.    This  includes  the  long  term  cost    consequences  of  particular 
types  of  actions,  taken  or  not  taken;  e.g.  the  projected  cost  of  maintaining 
x  numbers  of  perinatal  care  units  compared  to  consequences  of  their  absence, 
such  as  the  lifetime  custodial  care  of  x  high  risk  infants  who  would  become 
retardates,  at  lifetime  costs  of  approximately  $500,000  each.    In  fact, 
however,  because  the  basic  data  are  lacking  that  might  provide  HSAs  or  SHPDAs 
any  such  systemwide  information  on  patient  outcomes  related  to  health  expendi- 
tures with  which  to  analyze  systemwide  relationships  of  needs  and  resources, 
they  are  profoundly  frustrated  when  they  attempt  to  grapple  with  the  intri- 
cacies of  system-wide  cost  containment. 

This  absence  of  information  far  transcends  the  immediate  Problem  of 
helping  regulatory  agencies  avoid  counterproductive  decisions    such  as  we 
illustrated  earlier  in  this  section.    It  goes  to  the  root  of  the  difficul- 
ties HSAs  and  SHPDAs  encounter  in  developing  their  own  health  plans  designed 
to  improve  the  health  status  of  their  populations  in  the  most  cost  effective 
manner.    For  example,  scant  information  is  yet  available  to  show  the  life- 
time costs  of  care  of  patients  with  avoidable  illnesses  or  conditions,  such  as 
accidents  caused  by  drunk  driving.    Thus,  any  case  planners  might  wish  to  make 
for  dollar  investments  in  prevention  is  apt  to  be  considered  a  do-good  luxury 
rather  than  a  hard-nosed  cost  saving  measure. 

Similarly,  there  is  little  evidence  to  show  the  comparative  costs  of 
comparable  care  rendered  in  alternative  settings.    Even  for  episodes  of  care 
in  acute  hospitals,  data  that  are  available  to  planners  from  third  party 
payers  and/or  rate  setting  programs  relate  almost  exclusively  to  institu- 
tional statistics  and  their  operating  and  capital  costs;  they  are  almost 
never  patient  related,  to  enable  analysis  according  to  classes  of  case  com- 
plexity.   Up  to  now,  moreover,  due  to  absence  of  links  between  the  few 
patient  discharge  abstract  systems  that  currently  operate  statewide  and 
billing  systems,  painstaking  data  gathering  and  analysis  are  required  to 
compare  the  actual  direct  costs  of  treatment  for  patients  with  identical 
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conditions  receiving  identical  services  in  different  hospitals.  Finally, 
there  are  no  data  on  the  comparative  risks  and  benefits  to  patients  who 
receive  the  same  or  different  levels  and  mixes  of  diagnostic  and  treatment 
services  at  different  costs  for  the  same  conditions,  expressed  in  terms  of 
changes  in  these  patients'  physical  and  psychic  function,  reduced  pain  and/ 
or  longer  life. 

Recently,  it  has  become  fashionable  to  state  that  there  is  no  evidence 
that  greater  or  lesser  utilization  of  medical  care  has  any  impact  on  the 
health  of  a  population.    If  health  is  defined  in  terms  more  positive  than 
simple  postponement  of  death,  it  is  equally  accurate  to  state  that  there  is 
no  evidence  to  contradict  the  proposition  that  medical  care  may  be  making  an 
enormous  impact.    No  evidence  is  available  pither  way,  since  population 
based  data  to  show  differences  in  relief  from  pain  and  degrees  of  improved 
functioning  associated  with  receipt  of  medical  care  are  entirely  lacking. 
The  age  adjusted  death  rate  remains  the  only  universal  and  relatively  re- 
liable statistic  by  which  to  measure  changes  in  the  health  of  populations 
over  time.    Even  here,  only  in  respect  to  infant  deaths  are  there,  in  some 
few  states,  fairly  good  tie-ins  to  the  antecedent  circumstances  of  these 
infants'  medical  care,  prenatally  and  at  delivery,  and  there  are  no  corre- 
sponding data  on  the  costs  of  such  health  care. 

Rate  setting  agencies  are  equally  handicapped  by  lack  of  essential 
information  on  institutional  costs  related  to  performance  and/or  patient 
outcomes.    While  hospitals  submit  voluminous  data  in  cost  and  budget  reports 
that  often  comprise  60  pages  of  forms,  analysts  have  no  clear  ways  of  iden- 
tifying the  particular  targets  of  excess  costs  against  which  mutual  efforts 
might  be  most  fruitfully  employed.    While  we  know  that  these  sources  may 
include  unnecessary  surgery;  overutil ization  of  ancillary  services;  duplica- 
tion of  high  cost  technology  and  medical  programs;  excess  standby  beds;  and 
inefficient  management,  no  weighting  has  yet  been  performed  to  indicate  where 
the  greatest  payoffs  from  controls  might  be  expected.    Thus,  rather  than 
adopting  cost  containment  policies  alined  with  planning,  regulators'  efforts 
at  control  perforce  adopt  shotgun  approaches. 

Certificate  of  need  project  review  staff  have  difficulty  projecting 
the  ultimate  economic  impact  of  any  single  institution's  proposed  capital 
expansion  or  replacement  on  the  other  institutions  in  its  service  area,  on 
the  viability  of  proposed  alternative  care  services,  etc.    (As  we  shall  see 
later,  however,  CON  programs  can  get  help  from  rate  setting  agencies  in  pro- 
jecting effects  on  the  institution's  own  future  operating  costs.)  Finally, 
there  is  no  reliable  way  to  predict  the  amount  of  savings  in  overall  health 
expenditures  that  might  be  expected  to  accrue  from  decertifying  beds, 
services,  or  entire  institutions  in  a  given  area. 

In  short,  besides  the  many  structural  and  legal  obstacles  to  developing 
action  policies  that  can  be  shared  by  health  planners  and  regulatory  bodies, 
the  fundamental  data  they  require  to  analyze  the  benefit  to  cost  relation- 
ships of  the  various  policy  alternatives  are  lacking.    Thus,  despite  DHEW 
guideline  charges  to  the  Planning  Act  agencies  to  construct  their  plans  and 
to  conduct  their  reviews  in  the  framework  of  cost  containment,  they  will  not 
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really  be  able  to  do  so  in  any  scientific  manner.    For  the  time  being,  all 
parties  must  be  content  with  incremental,  partial  approaches,  systematically 
evaluated  to  the  extent  possible.    One  hopes  that  these  approaches  will  be 
designed  to  prevent  cost  shifting  in  the  name  of  cost  control. 

Title  I  of  the  Administration's  proposal  to  contain  hospital  costs 
by  allowing  all  hospitals,  whatever  their  "product",  to  increase  their 
revenues  by  a  fixed  percentage  each  year  illustrates  the  danger  of  cost 
shifting.    Such  controls,  combined  with  the  threat  of  malpractice  insurance, 
could  be  expected  to  stimulate  community  hospitals  to  refer  complex  expen- 
sive cases  to  teaching  hospitals.    But  teaching  hospitals  may  not  wish  to 
receive  them,  since,  under  their  ceiling  revenue  increase,  they  would  not  be 
able  to  recover  their  future  costs  without  unacceptable  sacrifice  of  quality. 
Thus,  both  types  of  institutions  would  have  strong  incentives  to  refer 
seriously  ill  patients  supported  by  federal  programs  to  municipal  and  county 
institutions,    already  hard  pressed  to  survive.    These  hospitals  are  un- 
likely to  be  able  to  provide  adequate  care  to  increasingly  large  numbers  of 
complex  cases.    Would  savings  be  effected  by  such  shifts?    Since  reimburse- 
ment under  all  the  formulas  proposed  in  federal  legislation  projects  future 
revenue  increases  for  individual  institutions  from  the  base  of  their  own 
historical  costs,  community  hospitals  shifting  down  their  intensity  would 
receive  substantial  overpayments  in  relation  to  their  new  product,  while 
tertiary  care  facilities  and  public  hospitals  where  intensity  was  increasing 
would  be  correspondingly  underpaid.    Should  the  proposed  DHEW  national  re- 
source supply  guidelines  be  promulgated,  furthermore,  the  hospitals  that  refer 
out  complex  cases  would  have  every  incentive  to  encourage  their  physicians  to 
fill  up  empty  beds  with  admissions  for  low  case-cost  elective  surgery,  or  with 
patients  who  might  otherwise  have  been  treated  on  an  outpatient  basis.  This 
would  also  result  in  increased  expenditures  to  such  hospitals. 

For  all  these  reasons,  the  present  lack  of  capability  to  monitor 
changes  in  casemix  side  by  side  with  changes  in  costs  could  lead  to  conse- 
quences that  neither  planners,  regulators  or  the  public  could  want  to  pursue 
as  a  deliberate  policy. 


Issues  Surrounding  Complementary  Strategies  for  Change 

Because  HSAs  and  regulatory  agencies  as  yet  have  few  grounds  upon 
which  to  base  mutual  trust,  and  because  they  have  fundamentally  different 
approaches  to  influencing  behavior  change,  they  can  easily  fall  out  of  step 
in  the  review  process,  with  destructive  consequences. 

HSAs  achieve  their  purposes  through  bargaining  and  informal  ad  hoc 
incentives.    Lacking  power  to  offer  financial  rewards  or  penalties,  success- 
ful health  planners  develop  special  capabilities  as  middlemen  between  con- 
tending local  actors,  while  at  the  same  time  incrementally  pushing  forward 
their  own  agency's  interests.    The  tradeoffs  they  arrange  rarely  satisfy 
any  one  individual  institution  or  group  completely,  but  over  the  long  run, 
they  must  suit  everyone's  collective  interest. 
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Such  a  strategy  depends  on  intimate  understanding  of  the  particular 
goals  and  sensitivities  of  the  major  participants  in  the  local  health  care 
system,  including  the  realities  of  decisionmaking  and  planning  processes 
within  hospitals.    HSAs  secure  leverage  by  capitalizing  on  their  knowledge 
that  neither  "providers"  nor  "consumers"  are  unified,  monolithic  entities, 
but  instead  are  groups  comprising  a  mix  of  highly  diverse  and  competing 
interests.    Taking  advantage  of  the  variety  of  provider-consumer  interests 
on  their  board  and  committees,  the  HSA  staff  build  ad  hoc  coalitions  around 
specific  issues  as  they  arise.    To  the  extent  that  acceptable  solutions  are 
found,  they  generate  the  political  capital  they  need  to  promote  some  needed 
change,  or  at  the  least,  to  head  off  some  deleterious  action. 

To  maintain  credibility,  all  parties  in  this  polyglot  constituency 
must  believe  that  their  interests  are  being  considered  seriously  and  fairly. 
Given  the  lack  of  formal  power,  alienation  and  disaffection  of  any  one  group 
is  highly  threatening  to  the  HSA  enterprise.    At  all  costs,  the  dialogue 
with  and  among  actors  must  be  kept  going. 

HSAs  not  only  tolerate  the  federally  required  provider  participation 
in  their  decisionmaking,  but  for  the  following  reasons  may  welcome  it  as  a 
positive  means  toward  accomplishing  their  ends: 

-  Acceptance  of  community  objectives.    To  the  extent  that 
physicians  and  hospitals  can  internalize,  or  at  least 
accept  community  planning  objectives,  they  are  more  apt 
to  tailor  their  own  actions  to  them.    Genuine  participa- 
tion in  the  process  of  defining  such  objectives  is  usually 
a  prerequisite  to  such  acceptance. 

-  Information  for  improved  quality  of  decisions.    Since  most 
actions  to  introduce  specific  changes  in  health  services 
delivery  sooner  or  later  require  judgments  based  on  clinical 
and  technical  as  well  as  epidemiologic  and  economic  informa- 
tion, inputs  by  providers  at  an  early  stage  in  the  process 
improves  the  quality  of  decisionmaking.    (In  the  end,  actions 
leading  to  consequences  contrary  to  accepted  clinical  and/or 
management  practice  are  likely  to  be  rejected  anyway.) 

-  Assistance  in  implementation.    Once  an  objective  has  been 
defined  and  accepted  -  for  example,  regional ization  of 
perinatal  care  services  -  chances  of  successful  implementa- 
tion are  enhanced  if  planners  can  enlist  peer  support,  and 
possibly  pressure  by  physician  and  hospital  leaders. 

The  regulatory  approach  is  generally  assumed  to  be  diametrically 
opposite.    Regulators  operate  according  to  what  Charles  Schultze  terms  the 
command/control  model.    They  are  expected  to  make  decisions,  backed  by 
police  power,  not  recommendations.    The  terms  of  their  authority  require  that 
they  mete  out  prohibitions,  not  rewards.    In  certificate  of  need  and  rate 
setting,  they  must  for  the  most  part  be  reactive  rather  than  anticipatory, 
since  they  must  respond  case  by  case  to  the  applications,  budget  requests 
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and  appeals  that  providers  bring  before  them.    Their  reliance  on  quantita- 
tive criteria  and  formulas  promulgated  as  regulations  to  anticipate  and  deal 
with  classes  of  situations  in  standard  ways  circumscribes  their  discretion 
to  take  qualitative  factors  into  account  in  their  decisions,  to  respond 
flexibly  to  special  and  changing  circumstances,  or  to  promote  innovation. 
Because,  in  theory  at  least,  the  regulatory  strategy  is  to  maintain  arms 
length  and  adjudicatory  relationships  with  the  institutions  being  regulated, 
in  strict  conformance  with  due  process,  regulators  are  apt  to  view  HSAs' 
continuing  communication  with  providers  as  evidence  of  cooption  and  industry 
capture. 

HSAs  rely  heavily  on  the  state's  exercise  of  regulatory  authority  to 
give  credibility  to  their  efforts.    Consumer  and  provider  motivation  to  make 
voluntary  planning  work  is  strong  only  as  long  as  the  major  actors  believe 
that  failure  will  bring  what  they  perceive  to  be  less  desirable  alternatives, 
i.e.,  arbitrary  interference  in  local  affairs  by  state  and/or  federal  agen- 
cies.   Thus,  while  HSAs  must  walk  softly,  they  count  on  regulators  to  wield 
the  big  stick  with  sufficient  frequency  that  providers  and  consumers  alike 
will  not  discount  its  presence. 

When,  as  we  observed  in  numerous  instances  during  our  study,  state 
regulators  fail  to  back  up  hard-won  tough  HSA  plan  or  review  decisions, 
reaction  is  universally  bitter.    The  de  facto  limits  on  the  power  of  regu- 
lators, familiar  to  students  of  heal tTPl i censing  and  other  forms  of  regula- 
tion, are  as  yet  insufficiently  recognized  as  they  apply  to  certificate  of 
need  and  rate  setting.    Contributing  factors  include: 

-  Narrow  limits  of  authority  under  enabling  laws  and  state 
administrative  practice  acts;  . 

-  Reluctance  of  front  line  staff  to  recommend  against 
proposals  which  higher-ups  in  their  agency  may  subse- 
quently approve  in  response  to  political  pressure; 

-  Reluctance  of  agency  heads  to  disapprove  proposals 
likely  to  arouse  the  ire  of  state  legislators  in  a 
position  to  retaliate  through  budget  cuts; 

-  Fear  that  if  the  agency  makes  sufficiently  strong  enemies, 
new  state  laws  may  weaken  its  authority  and/or  require 
replacement  of  top  staff; 

-  Lack  of  scientifically  and  legally  defensible  criteria 
and  standards  of  need,  efficiency,  or  effectiveness; 

-  Insufficient  staff  and  budget  to  handle  heavy  burdens  of 
appeals  and  legal  actions  to  be  expected  from  stringent 
regulatory  decisions. 

Because  rate  setting  decisions  are  more  technical  and  therefore  more 
difficult  for  the  public  and  legislators  to  understand  and  debate,  political 
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pressures  to  weaken  their  power  have,  so  far,  been  applied  less  frequently  than 
in  certificate  of  need  regulation.    However,  delaying  and  often  successful 
court  actions  appear  to  be  equally  capable  of  diluting  the  impact  of  rate 
regulation. 

Given  these  effective  limits  on  their  powers,  most  certificate  of 
need  and  rate  setting  programs  we  observed  try  to  resolve  differences  by 
means  that  avoid  direct  confrontations.    Contrary  to  the  stereotype  of  the 
regulatory  process,  regulators,  like  HSA  staff,  frequently  bargain  with 
providers.    In  CON  programs,  this  can  take  the  form  of  negotiating  condi- 
tions the  regulator  wants  to  impose  in  return  for  favorable  action  on  an 
application.    In  rate  setting,  negotiation  comes  either  at  the  stage  of 
budget  reviews  or  of  appeals.    However,  the  extent  to  which  regulators' 
"conditions"  are  legally  enforceable  is  unclear. 

In  short,  neither  HSAs  nor  regulators  can  afford  to  take  strong  stands 
in  the  face  of  strong  opposition.    Nor  can  they  offer  many  positive  rewards 
to  influence  provider  and/or  consumer  actions.    Thus,  they  can  ill  afford  to 
let  their  differences  in  philosophy  and  approach  interfere  with  their  poten- 
tial for  complementarity.    However,  given  the  many  obstacles  in  their  path, 
it  seems  likely  that  cooperation  between  and  among  organizational  units  of 
SHPDAs,  CON  programs  and  HSAs,  and  with  rate  setting  bodies,  may  more  easily 
emerge  around  the  focus  of  their  respective  and  shared  review  responsibili- 
ties than  around  global  questions  of  policy  and  strategy.    Once  habits  of 
cooperative  action  are  established  to  carry  out  particular  tasks,  coopera- 
tion on  broader  matters  might  naturally  flow.    The  next  section  deals  with 
issues  surrounding  review  activities  and  suggests  likely  areas  for  interface. 


Issues  Surrounding  Budget  and  Staffing 

The  adequacy  of  the  resources  allotted  to  P.L.  93-641  agencies  for 
carrying  out  their  assigned  responsibilities  will  clearly  be  a  major  deter- 
minant of  their  performance.    While  this  important  question  was  not  within 
the  scope  of  our  project,  issues  of  funding  and  staff  must  at  least  be  noted 
since  they  inevitably  will  influence  the  nature  and  degree  of  interagency 
cooperation  both  sought  for  and  likely  to  be  achieved. 

The  low  level  of  appropriations  for  Planning  Act  funding,  $125 
million  in  1977,  in  relation  to  the  demanding  functions  and  procedures  it 
requires,  discourages  active  linkages  between  planning  and  regulatory 
organizational  units.    The  time  consuming  work  required  to  develop  coopera- 
tion may  well  be  regarded  by  the  parties  concerned  as  merely  a  desirable 
add-on  type    of  fringe  activity,  rather  than  a  central  responsibility. 

In  addition,  constraints  on  staffing  imposed  by  the  Planning  Act 
requirements,  state  salary  scales  and  merit  systems  may  also  impede  the 
development  of  linkages,  particularly  as  they  encourage  the  employment  of 
consultants  and  temporary  employees  with  high  rates  of  turnover  and  no 
commitment  to  the  larger  enterprise  of  health  system  improvement  and  overall 
containment  of  health  expenditures.    Also,  civil  service  employees  may  regard 
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their  own  salaries  as  being  out  of  line  with  those  paid  to  their  counterparts 
in  HSAs,  with  predictable  responses. 

Despite  the  many  obstacles  to  linkage  we  have  reviewed  in  this  section, 
since  concerted  efforts  are  so  clearly  to  the  advantage  of  all  the  agencies 
concerned,  most  of  the  leadership  within  the  states  and  HSAs  where  we  con- 
ducted our  studies  are  pursuing  goals  of  cooperation  in  a  determined 
manner. 
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SECTION  2.    ISSUES  SURROUNDING  LINKAGE  IN  THE  THREE  PLANNING  ACT  REVIEWS 


Of  the  three  reviews  mandated  by  P.L.  93-641  -  for  new  institutional 
health  services,  for  existina  institutional  services  and  for  federally  funded 
programs  -  there  is  extensive  experience  only  with  the  first.    Since  almost 
all  states  had  either  a  certificate  of  need  or  section  1122  program  in 
operation  before  the  planning  law  was  passed,  although  the  review  process 
may  now  have  to  be  modified  to  conform  to  DHEW  regulations,  the  programs 
have  continued  to  operate    without    interruption.    Also,  since  both  state 
and  the  HSAs1  predecessor  CHP-b  agencies  usually  participated  in  those 
earlier  reviews  according  to  the  same  kind  of  two-tiered  process  as  now, 
all  parties  have  been  able  to  draw  on  and  build  on  that  experience. 

Appropriateness  review,  on  the  other  hand,  has  yet  to  be  implemented 
under  P.L.  93-641,  and  had  no  antecedents  under  CHP.    Although,  as  documen- 
ted in  two  of  our  case  studies,  some  possible  equivalents  to  the  future 
appropriateness  review  process  have  recently  been  exercised  by  a  few  plan- 
ning agencies,  especially  in  New  York  State,  there  has  been  no  nationwide 
experience  (Brown  1978  a  &  b). 

Reviews  of  federal  funding  present  a  special  case.  Since  approvals 
in  this  instance  rest  with  HSAs  and  SHCCs  rather  than  with  a  state  agency, 
cooperation  of  the  review  bodies  with  other  regional  planning  agencies  and 
with  local  government  becomes  the  challenge. 

This  section  of  the  report  outlines  some  of  the  issues  in  inter- 
agency relationships  that  appear  to  be  particular  to  these  three  kinds  of 
reviews.    Succeeding  sections  will  illustrate  specific  ways  by  which  some 
state  agencies  and  HSAs  are  attempting  to  deal  with  them. 


Issues  in  Reviews  of  New  Institutional  Health  Services 

Opportunities  for  helpful  linkage  between  SHPDA,  HSA,  and  rate 
setting  activities  present  themselves  at  the  pre-review  stage,  at  the  stage 
of  designing  and  improving  the  review  process  itself,  and  during  the 
actual  reviews  of  individual  project  proposals. 

Cooperation  at  the  pre-review  stage  is  the  most    important.    To  the 
extent  that  the  preliminaries  are  well  executed  and  the  players  know  the 
options  likely  to  be  open  to  them,  proposals  for  new  services  are  more 
likely  to  be  feasible,  realistic,  and  acceptable  to  the  reviewers. 

Divergencies  of  policy  objectives  between  the  state  agency  and  the 
HSAs,  and  their  sub-area  councils,  are  apt  to  be  the  single  most  disruptive 
factor.    As  we  observed  in  the  preceding  chapter,  the  underlying  issue  for 
the  future  is  the  extent  to  which  the  HSA's  own  Health  Systems  Plan  and 
Annual  Implementation  Plan,  the  State  Health  Plan,  and  the  State  Medical 


Facilities  Plan  will  determine  the  policies  that  will  actually  guide  both 
HSA  and  state  agency  review  decisions.    During  the  next  few  years,  as  both 
HSA's  and  the  two  state  plans  become  adopted,  the  way  they  first  become  recon- 
ciled by  the  SHCCs  and  then  used  for  reviews  will  probably  be  the  single 
most  important  determinant  of  the  nature  of  relationships  between  the  two 
sets  of  reviewers.    While  different  weightings  of  objectives  are  inevitable, 
and  provide  opportunities  for  healthy  debate,  ironing  out  such  differences 
to  the  extent  possible  before  institutions  develop  and  submit  their  expan- 
sion proposals,  rather  than  after  the  fact,  is  in  the  best  interest  of  all 
the  parties  concerned. 

Translating  agreement  on  general  policy  to  the  level  of  guides  for 
decision  making  in  specific  situations  demands  that  HSAs  and  SHPDAs  reach 
agreement,  wherever  possible,  on  common  review  criteria  for  particular 
classes  of  applications,  and  that  institutions  know  what  these  criteria  are, 
and  support,  or  at  least  acquiesce  to  them.  As  we  have  already  noted,  if 
hospitals  acknowledge  and  adopt  the  criteria,  fewer  inappropriate  applica- 
tions are  likely  to  be  filed,    and  the  regulatory  burden  on  all  parties  is 
therefore  likely  to  be  lightened. 


Securing  a  Basis  for  Anticipatory  Actions 

However,  this  still  leaves  the  reviewers  in  a  largely  reactive  posture. 
If  HSA  and  state  regulatory  approval  of  proposals  for  new  institutional 
facilities  and  services  is  envisioned  as  an  instrument  for  influencing 
change  in  the  supply  and  distribution  of  health  resources  for  given  geo- 
graphic areas,  the  responsive  nature  of  the  review  process  constitutes  a 
fundamental  weakness.    Hospitals  customarily  develop  their  own  expansion 
plans  laboriously  over  the  course  of  several  years  of  internal  planning, 
often  negotiating  painful  tradeoffs  among  the  particular  interests  of  their 
various  competing  departments.    Even  if  an  institution  solicits  assistance 
from  HSA  staff  in  developing  its  proposal,  neither  the  hospital  or  the  HSA 
may  know  what  other  institutions  fn  the  same  medical  service  area  may  be 
planning  regarding  identical  or  complementary  service  to  reach  the  same 
population. 

In  HSAs  with  a  relatively  small  number  of  institutions,  the  staff  can, 
through  frequent  informal  contacts  with  administrators  and  physicians,  keep 
fairly  well  abreast  of  institutional  plans.    For  example,  in  one  HSA  we 
observed,  the  agency's  executive  director  visits  each  hospital  in  his  area 
at  least  once  a  month,  and  makes  it  a  point  to  establish  informal  relations 
with  physician  chiefs  of  staff  to  the  extent  possible.    In  many  areas, 
however,  this  is  impossible. 

Were  the  HSA  staff  to  know  the  universe  of  proposals  likely  to  be 
made  in  their  area  during  a  future  time  period,  they  would  be  in  a  position 
informally  to  discourage  certain  classes  of  proposals  entirely,  encourage 
others,  and  promote  joint  or  consortia  applications  for  others,  guided  by 
the  objectives  set  out  in  the  HSP  and  AIP.    The  state  agency  shares  such 
interest,  particularly  as  regards  institutional  plans  for  tertiary  care 
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services  that  lend  themselves  to  regional ization.    Hospitals  may  be  of  two 
minds  about  divulging  their  future  plans,  but  in  at  least  two  states,  New 
Jersey  and  Massachusetts,  hospital  associations  have  assumed  leadership  in 
developing  systems  by  which  all  hospitals  annually  submit  one  and  five  year 
institutional  plans  to  their  respective  SHPDAs,  which  in  turn  make  them 
available  to  the  HSAs.    These  contain  descriptions  and  cost  estimates  for 
all  projects  which  the  institution  might, at  some  point  in  the  five  year 
period,  propose  for  a  certificate  of  need  or  section  1122  approval.* 

Another  necessary  element  of  an  early  warning  system  to  trigger  pre- 
review  activities  is  the  requirement  of  a  letter  of  intent  to  file  a  CON 
application,  provided  to  the  HSA  sufficiently  in  advance  to  permit  its  staff 
to  work  on  the  matter. 


Agreement  on  Review  Processes 

Many  provisions  of  P.L.  93-641,  and  subsequent  DHEW  regulations, 
spell  out  the  nature  of  the  review  process  for  new  institutional  services 
in  considerable  detail.    Congressional  intent  to  promote  coordination  between 
the  state  agency  reviews  and  the  HSA  at  this  stage  is  unmistakably  clear, 
as  is  the  intent  to  provide  avenues  of  communication  with  other  concerned 
agencies.    Furthermore,  the  heavy  demands  this  review  process  makes  on  the 
resources  of  both  state  agencies  and  HSAs  should  themselves  stimulate 
coordination  of  efforts,  particularly  as  regards  the  development  of  criteria, 
the  securing  of  necessary  data  and  the  sharing  of  required  procedural 
tasks,  such  as  public  notice  of  reviews. 

One  major  area  of  ambiguity  that  must  be  resolved  by  the  parties, 
however,  has  to  do  with  what  happens  to  the  comments  made  by  one  of  the 
agencies  on  the  other  agencies'  proposed  criteria,  review  procedures,  etc. 
for  which  solicitation  is  required.    While  the  process  may  be  useful,  since 
it  insures  a  necessary  interchange  of  information,  if  no  attention  is  paid 
to  the  content  of  the  resulting  comments,  little  has  been  gained. 


Linkage  to  Rate  Setting  in  Conduct  of  Reviews 

If  HSAs  and  SHPDAs  go  beyond  the  strict  requirements  of  the  planning 
law  to  involve  rate  setting  bodies  in  analysis  of  individual  applications, 
the  roles  and  responsibilities  of  all  concerned  need  to  be  spelled  out 
carefully  in  advance.    Rate  setting  programs  are  best  used  as  a  technical 
resource  to  HSAs  and  SHPDAs  to  advise  them  on  the  financial  feasibility, 
the  cost  impact,  and  reasonableness  of  the  costs  of  the  new  service  pro- 
posals.   They  should  not  be  asked  to  assume  the  added  responsibility  of 
making  overall  recommendations.    To  do  so  would  require  balancing  the 
multiple  cost,  access,  and  quality  considerations  spelled  out  in  the  law  -- 
a  function  they  are  not  equipped  to  perform  and  that  Congress  explicitly 
places  with  HSAs  and  SHPDAs. 


*  Note  discussion  in  Section  5  to  follow. 
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In  order  to  understand  the  basis  for  rate  setting  advisories  on 
cost  impact,  HSA  and  SHPDA  reviewers  should  become  acquainted  with  the 
program's  own  decision  rules,  and  should  have  the  opportunity  to  comment  on 
them  in  the  same  way  that  rate  setting  bodies  comment  on  their  review 
processes  and  criteria.    In  this  way,  HSAs  and  SHPDAs  may  gradually  gain  a 
better  perspective  on  the  cost  impact  of  individual  hospitals'  proposed 
expansions  and/or  changes  in  services,  while  rate-setting  bodies  may 
gradually  gain  a  better  perspective  on  their  activities'  effects  on  health 
expenditures,  systemwide,  and  on  questions  of  patient  access. 


A  Forum  for  Discussina  Review  Policies 

Seeking  agreement  on  the  specifics  of  review  procedures  and  criteria, 
designing  common  long-range  institutional  plan  reporting  formats,  and 
improving  access  to  commonly  needed  information  all  serve  to  bring  HSAs, 
state  CON  agencies  and  rate-setting  staff  together  on  a  continuing  basis 
to  work  out  matters  of  mutual  concern.  The  committee  structure  developed 
for  these  purposes  could  well  provide  a  forum  for  discussing  other  questions 
of  review  policy  where  advance  agreement  is  highly  desirable.    These  include 

-  How  to  impose  conditions  to  review  recommendations  and 
approvals  —  who  should  attach  them,  who  enforce  them? 

If  they  turn  out  to  increase  the  cost  of  the  project,  will 
the  rate-setting  program  allow  the  necessary  adjustments 
in  revenue  to  support  them? 

-  How  to  deal  with  parallel  proposals  being  developed  by  two 
or  more  institutions  to  provide  the  same  new  service  to  the 
same  population  (does  the  burden  of  proof  for  demonstrating 
one  proposal's  overall  advantages  over  the  other's  lie  with 
the  applicants  or  the  reviewers?); 

-  How  to  discourage  proposals  from  marginal  or  undesirable 
providers; 

-  How  to  decide  the  extent  to  which  findings  and  opinions  of 
licensing  agencies  and  PSROs  should  be  routinely  sought 
when  proposals  are  being  analyzed; 

-  How  to  balance  the  tradeoffs  between  employing  poorly  based 
numerical  standards  as  a  basis  for  reviews  and  reliance  on 
broad  criteria  subject  to  varying  interpretations. 

A  more  general  related  issue  to  be  faced  is  how  to  deal  with  the  many 
soft  areas  of  review  where  there  are  no  criteria,  or  where  established 
criteria  can  give  only  partial  guidance  --  e.g.,  differences  in  quality 
of  care  provided  by  different  institutions,  differences  in  the  character 
and  competence  of  the  governing  authority,  administrators,  and  medical 
staff,  etc.    If  legal  constraints  on  state  agency  regu"!ators  forbid  them 
to  exercise  discretion  in  areas  where  firm  evidence  is  lacking,  what 
course  of  action  should  they  pursue?    How  can  the  HSAs  help? 
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The  Shadow  Review  Process 


The  most  important  review  activities  often  take  place  not  at  the 
analyst's  desk  or  in  public  hearing  rooms,  but  during  telephone  calls  and 
at  informal  meetings  among  principal  actors  before  an  institution  submits 
its  proposal  and  during  the  90-day  review  period.    This  shadow  review  pro- 
cess permits  the  reviewers,  the  applicant  and  other  interested  parties  to 
test  out  each  other's  bargaining  possibilities  and  probe  for  weaknesses. 
Compromises  and  adjustments  are  made  that  avoid  mutually  destructive 
confrontations,  thus  allowing  the  review  process  to  remain  viable.  The 
role  of  rate-setting  bodies  in  this  process  varies  considerably  among  the 
states . 


What  Happens  When  Reviewers  Reach  Opposing  Conclusions? 

The  authority  of  the  state  to  make  final  decisions  on  the  disposition 
of  certificate  of  need  and  Section  1122  decisions  is,  of  course,  absolute. 
However,  issues  arise  over  whether  HSAs  should  have  the  right  to  challenge 
either  the  process  or  the  findings.    In  cases  where  the  state  agency  has 
overruled  a  favorable  recommendation  by  the  HSA,  and  denied  an  institution's 
application,  the  institution  itself  can  exercise  its  right  of  appeal.  How- 
ever, when  the  state  overturns  an  HSA's  adverse  recommendation  on  a  project, 
should  it,  too,  have  the  ability  to  request  a  hearing?    If  not,  in  states 
where  cost  containment  is  not  a  particularly  strong  goal,  HSAs  would  have 
little  or  no  incentive  to  make  adverse  findings  on  proposals  where  they 
had  reason  to  believe  the  state  would  respond  to  political  pressure  to 
overrule  them. 

As  we  shall  see  later,  rate-setting  programs  that  are  asked  to 
provide  recommendations  on  CON  proposals  may  also  feel  entitled  to  enter 
appeals  if  these  recommendations  are  not  heeded.  Resolution  of  such  issues 
may  well  demand  changes  in  law.    They  need  to  be  debated. 


Reviewing  the  Appropriateness  of  Existing  Services 

The  Advance  Notice  of  Proposed  Rulemaking  for  National  Guidelines 
for  Health  Planning, publ ished  in  the  Federal  Register  on  September  23,  tells 
us  that  shrinking  the  available  supply  of  hospital  resources  is  to  be  a 
major  thrust  of  federal  cost  containment  strategy  during  the  next  few  years. 
The  proposed  bed  to  population  ratios  and  limits  on  services  related  to 
prescribed  minimum  size  or  volume  of  services    would  require  sharp  reduc- 
tions in  the  total  institutional  resources  of  most  states,  sub-regions,  and 
communities.    Grave  questions  are  raised  as  to  how  these  or  similar  federal 
standards  will  be  implemented.    Will  across-the-board  reductions  be  made 
in  the  absence  of  considerations  of  the  various  providers'  scope  and  quality 
of  services,  the  types  and  complexities  of  cases  they  treat,  the  religio- 
cultural    preferences  of  their  consumer  constituencies,  the  staff  privileges 
and  referral  networks  of  their  physicians?    Or  will  fine-tuned  reductions 
be  expected,  by  recommendations  from  state  and  HSA  planners,  through  use  of 
the  P.L.  93-641  appropriateness  review  mechanism? 
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However,  one  man's  view  of  what  is  appropriate  usually  differs  from 
another's.    Developing  objective  criteria  to  guide  reviewers'  judgment  is 
beset  by  the  same  generic  difficulties  we  have  already  noted.  Moreover, 
critieria  for  appropriateness  reviews  are  needed  on  even  more  dimensions 
than  for  expansion  proposals.    Inability  to  obtain  data  of  the  kind  and 
quality  required  to  evaluate  the  accessibility,  availability,  continuity, 
and  quality  of  each  kind  of  service  provided  in  all  health  institutions 
guarantees  that  no  easy  solutions  will  be  quickly  forthcoming. 


Reimbursement  as  a  Means  to  Shrink  the  System 

Across-the-board  reductions  could  be  implemented  by  systematically 
under-paying  hospital s in  relation  to  their  actual  costs,  through  the  device 
of  increasingly  tight  federal  caps  on  their  overall  allowable  increases  in 
revenues.    Title  I  of  the  Administration's  1977  cost  control  bill  seeks  to 
establish  standard  caps  on  revenue  increases.    In  theory,  even  in  the  absence 
of  federal  legislation,  state  rate-setting  programs  could  adopt  penalties 
to  force  bed  reductions,  closing  of  services  or  entire  hospitals.  For 
example,  following  New  York  state's  rate-setting  model,  they  could  incor- 
porate formulas  to  penalize  hospital  services  that  fail  to  meet  pre- 
specified  occupancy  levels  or  that  failed  to  perform  pre-specif ied  volumes 
of  procedures.    The  dangers  attendant  on  such  shrinkage  by  starvation  are 
obvious;  from  the  viewpoint  of  individual  communities,  the  least  desirable 
institutions  and  services  could  conceivably  survive, whil e  the  most  desirable 
ones  went  under. 

The  alternative  is  to  use  the  as  yet  untested  mechanisms  of  state 
agency  and  HSA  appropriateness  review  to  make  the  determinations,  relating 
their  decisions  to  health  systems  plans  and  the  priorities  of  the  annual 
implementation  plans.    Then,  if  they  were  given  the  authority  to  do  so  by 
their  state  legislatures,  state  agencies  could  either  de-certify  the 
institutions  and  services  that  the  reviewers  foand  to  be  inappropriate,  or 
rate-setting  programs  could  impose  reimbursement  penalties  on  them.  Such 
penalties  and  selective  participation  by  federal  payment  programs  and 
selective  contracting  by  Blue  Cross,  might  achieve  the  same  purpose  as  out- 
right service  closings.    This  alternative,  which  would  provide  the  strongest 
possible  linkage  between  planning  and  rate  regulation,  would  also,  of 
course,  thrust  the  planning  agencies  even  more  hotly  into  the  political 
arena  than  do  present  certificate  of  need  reviews. 

Closer  Links  Between  HSAs  and  SHPDAs  Are  Likely  Around  Appropriateness 
Reviews 

The  degree  of  cooperation  between  SHPDA  and  HSA  reviews  can  be 
expected  to  vary  among  the  states.    In  part,  it  will  depend  on  whether  the 
governor  places  the  function  in  the  planning  arm  of  SHPDA  or  in  the  office 
responsible  for  certificate  of  need  regulation.    This  will  reflect  his 
view  of  whether  the  activity  is  primarily  plan-related,  or  is  quasi -regulatory 
and/or  is  a  possible  precursor  to  regulation  via  decertification. 
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In  either  case,  the  very  multiplicity  and  gravity  of  the  methodolo- 
gical obstacles  to  be  faced  in  preparing  for  and  conducting  appropriateness 
reviews  are  likely  to  stimulate  a  greater  degree  of  SHPDA/HSA  cooperation 
than  might  otherwise  occur.    They  share  a  common  risk  of  failure.    They  also 
share  a  common  interest  in  developing  tools  for  plan  imnlementation.  Although 
the  planning  law  spells  out  no  more  points  of  linkage  here  than  it  does  for 
reviews  of  new  institutional  services,  systematic  interchange  seems  impera- 
tive in  order  to  determine  the  priorities  of  services  to  be  reviewed,  to 
set  review  schedules  and  timetables,  and  to  agree  on  review  criteria  that  at 
the  minimum  will  not  be  in  conflict.    Beyond  this,  both  agencies  can  gain 
from  agreements  on  systems  for  assembling  and  sharing  commonly  needed  data. 


The  Relation  of  Appropriateness  Reviews  to  Other -Forms  of  Regulatory  Reviews 

Another  challenge  to  both  SHPDAs  and  HSAs  will  be  their  success  in 
linking  appropriateness  review  functions  with  the  activities  of  the  many 
other  organizations  also  engaged  in  assessing  the  appropriateness  of  some 
aspect  of  performance  of  health  institutions  in  delivering  services,  as 
well  as  with  their  other  internal  functions.  In  addition  to  the  periodic 
reviews  of  institutions  for  Medicare  certification,  rate-setting  bodies 
annually  review  the  appropriateness  of  each  institution's  costs  (usually 
by  service);  PSROs  continually  review  the  appropriateness  of  each  institu- 
tion's service  utilization;  JCAH  periodically  reviews  the  appropriateness 
of  many  aspects  of  institutional  services. 

To  perform  these  functions,  each  of  these  and  many  other  reviewing 
organizations  have  developed  their  own  critieria  and  their  own  system  of 
assembling,  processing,  analyzing  and  storing  data  about  the  institutions 
being  reviewed.    Introducing  P.L.  93-641  appropriateness  reviews  into  this 
already  crowded  review  and  regulatory  scene,  if  not  sensitively  performed, 
could  well  result  in  contradictory  messages  to  the  provider  institutions, 
and  add  to  their  already  costly  duplicative  reporting  of  beds,  services, 
costs,  utilization,  etc.  On  the  other  hand,  it  provides  opportunities  for  the 
planning  agencies  to  take  the  lead  in  initiating  long  overdue  moves  by  all 
such  agencies,  acting  in  concert,  to  re-examine  the  entire  question  of 
criteria  for  institutional  services  with  the  object  of  increasing  both  the 
relevance  and  congruence  of  the  measures  currently  employed.    The  National 
Council  on  Health  Planning  and  Development  might  assume  such  a  responsi- 
bility at  the  federal  level;  SHPDAs  might  do  it  in  states  when  governors  look 
to  savings  by  rationalizing  the  present  regulatory  chaos. 

Will  Appropriateness  Reviews  Achieve  Their  Purpose? 

At  present,  lacking  links  to  reimbursement  or  decertification, 
appropriateness  reviews  have  a  single  sanction:    findings  must  be  made 
public.    It  remains  to  be  seen  whether  this  power  might  be  successfully 
employed  by  HSAs  in  jawboning  institutions  to  adopt  their  recommendations 
and  to  conform  to  HSP,  AIP  and  state  health  plans.    If  states  do  adopt 
decertification  laws  and  links  to  rate  setting,  as  in  New  York,  experience 
there  reported  in  one  of  our  project  case  studies    suggests  that  so  far 
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they  may  be  effective  merely  in  reducing  the  supply  of  "paper"  beds,  e.g., 
those  not  staffed  or  in  actual  service  in  hospitals  and  thus  generating 
few  costs  (Brown,  1978a).    The  case  suggests  that  attempts  to  reduce  actively 
operating  beds  and  services  in  institutions  are  apt  to  be  delayed  and  obstruc- 
ted by  the  same  political  pressures  on  state  officials  that  in  many  other 
states  have  become  a  familiar  part  of  certification  of  need  controversies 
and  licensing  enforcement.    If  the  powers  of  rate  setting  are  to  be  used  this 
way,  not  only  must  the  basis  for  arriving  at  appropriateness  review  findings 
be  in  conformance  with  due  process,  but  also,  the  end  result  of  proposed 
penalties  must  have  firm  community  acceptance.    Otherwise,  the  principal 
beneficiaries  from  such  reviews  are  apt  to  be  the  lawyers. 


Reviews  of  Federal  Program  Funding 

The  third  review  power  mandated  by  the  Planning  Act  governs  the 
review  and  approval  of  federal  health  programs  by  two  of  the  agencies  it 
creates,  the  HSAs  and  SHCCs.    Section  1513(e),  the  enabling  provision,  is 
the  only  place  in  the  law  that  gives  HSAs  the  direct  exercise  of  federally 
delegated  executive  authority,  and  it  has  generated  active  opposition  from 
both  state  and  local  governments.    The  turmoil  surrounding  the  issue,  the 
possibility  of  future  amendment  of  the  provision  and  the  lack  of  federal 
regulation  to  date  has  placed  this  type  of  review  far  down  the  list  of 
priorities  among  most  of  the  HSAs  we  visited.    There  has  been  little 
investment  so  far  in  innovative  approaches. 

The  Planning  Act  mandates  that  the  same  "general  considerations" 
govern  the  reviews  of  federal  funding  applications  as  govern  reviews  of  new 
institutional  services  and  appropriateness  reviews.    HSAs  will  presumably 
be  required,  therefore,  to  develop  still  another  set  of  criteria  to  back  up 
each  of  these  considerations  as  they  might  apply  to  drug  treatment,  maternal 
and  child  health  programs,  etc.    Since  each  proposal  will  also  have  to  meet 
the  special  review  criteria  of  the  particular  federal  program  through  which 
funds  are  being  sought,  HSAs  may  be  reluctant  to  impose  an  additional  level 
of  detailed  requirements.    The  problem  of  criteria  development  will  again 
be  severely  handicapped  by  lack  of  reliable  output  measures.    While  judg- 
ments on  "need"  for  a  program  may  be  backed  by  data,  as  usual,  questions 
such  as  the  use  of  less  costly  alternatives  to  meet  it  will  be  almost 
impossible  to  answer. 

In  theory,  there  is  no  reason  why  an  HSA  should  not  require  confor- 
mance to  its  health  systems  plan  as  a  basic  condition  for  approval.  The 
issue  becomes  whether  HSAs  will  have  sufficient  motivation  to  do  so.  The 
experience  of  other  regional  planning  organizations  is  not  encouraging. 
Because  increasing  the  flow  of  federal  programs  brings  jobs,  brings  services 
and  thus  brings  credit  to  the  organizations  that  secure  them,  HSAs  may  be 
tempted  to  assist  applicants  even  on  projects  to  which  their  plan  gives 
relatively  low  priority.    They  must  be  sensitive  to  the  wishes  and~needs  of 
the  local  governments  in  the  area;  the  cooperation,  informal  and  formal,  of 
county,  city,  and  town  officials  is  essential  to  implement  many  aspects  of 
health  systems  plans. 
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In  addition,  HSA  board  and  committee  members  may  well  push  for 
approval  of  programs  that  might  particularly  benefit  their  own  home  commu- 
nities.   The  tendency  of  the  boards  of  regional  planning  agencies,  govern- 
mental or  private,  to  put  local  over  regional  interest  may  reflect  the  fact 
that  the  "region"  is  usually  just  an  abstract  construct,  devoid  of  political, 
economic,  historical,  or  cultural  identity. 

A  final  handicap  to  the  HSAs 1  ability  to  relate  federal  program 
reviews  to  its  health  system  plans  lies  in  the  basically  responsive  case 
by  case  nature  of  the  process  --  as  with  reviews  of  new  institutional  health 
services.    From  the  vantage  of  cost  containment,  while  HSAs  have  the  power 
to  say  yes  or  no  to  individual  proposals,  they  have  no  sense  of  the  total 
pool  of  federal  funds  that  might  be  available  to  their  region  at  any  one 
time.    And  they  realize  that  other  communities  will  certainly  stand  ready  to 
spend  any  money  that  they  might  deny. 

Despite  these  difficulties,  it  would  be  wrong  to  discount  entirely 
the  HSAs'  abilities  to  advance  toward  planning  goals  by  using  their  Section 
1513(e)  authority.    They  can  do  so  first,  as  with  new  institutional  service 
reviews,  by  working  with  the  applicant  during  the  formative  stages  of  a 
proposal,  encouraging  him  to  bring  it  into  conformity  with  their  plan. 
Second,  they  can  use  the  approval  authority  as  a  bargaining  chip  in  insti- 
tutional services  reviews,  to  persuade  hospitals  to  subtract  or  add 
services  in  ways  that,  again,  might  further  plan  objectives.    This  latter 
possibility  may  be  more  apparent  than  real,  however.    Institutions  may  not 
be  eager  to  avail  themselves  of  such  opportunities;  the  uncertain  nature 
of  federal  funding  for  programs  such  as  alcohol  detoxification  units  and 
community  mental  health  centers  has  made  many  of  them  gun-shy. 

Close  ties  between  rate-setting  programs  and  the  Planning  Act  agencies 
are  not  likely  to  develop  around  reviews  of  federally  funded  programs.  Rate- 
setting  bodies  do  not  usually  have  jurisdiction  over  many  of  the  agencies 
that  administer  such  programs.    Institutional-based  services  are  the 
exception.    Here,  before  approving  applications  that  might  involve  the 
provision  of  reimbursement  for  such  services,  the  applicant  and  reviewers 
may  both  want  assurance  that  the  rate-setting  program  would  be  prepared  to 
support  any  resultant  increment  to  the  institution's  rate. 


-52- 


SECTION  3.    IMPROVING  INTERAGENCY  LINKAGES 


Among  the  many  issues  to  be  faced  by  the  P.L.  93-641  agencies  as 
they  attempt  to  forge  better  linkages,  those  that  stem  from  the  complicated 
mix  of  public  and  private  organizational  structures  have  received  the  most 
attention.    The  1976  report  of  the  National  Governors  Conference  and  frequent 
testimony  to  Congressional  committees  by  that  organization,  and  by  associa- 
tions representing  local  governments,  have  kept  a  continuing  spotlight  on  the 
question  of  whether  HSAs,  which  are  not  accountable  to  voters,  should  be 
given  the  responsibility  of  formulating  health  policy  for  their  regions. 
Proponents  of  the  mixed  structure,  on  the  other  hand,  cite  the  HSAs  as 
typical  of  many  other  extra-governmental  organizations  that  have  been 
established  to  deal  with  problems  that  cut  across  the  public  and  private 
sectors  and  that  deal  with  issues  at  a  sub-state  regional  level. 

An  equally  troubling  generic  problem  in  P.L.  93-641  agency  structure, 
less  frequently  aired,  concerns  the  fractionation  of  operational  responsib- 
ility, and  often  policy  making,  among  different  units  of  state  government. 
Although  the  law  calls  for  the  SHPDA  to  be  responsible  for  certificate  of 
need  administration  as  well  as  for  health  planning,  it  allows  state  governors 
under  an  exception  process,  to  assign  CON  authority  to  other  organizational 
units.    Although  the  law  also  seeks  to  encourage  the  location  of  state  rate 
setting  functions  in  the  SHPDA,  by  making  such  location  a  condition  of 
receiving  funding  for  the  experiments  authorized  under  Section  1526,  since 
these  programs  are  not  part  of  the  P.L.  93-641  agency  system,  placement  is 
entirely  at  each  state's  discretion. 

Given  the  particular  structure  in  their  individual  states,  what  steps 
are  the  state  agencies  and  HSAs  taking  to  overcome  the  barriers  imposed  by 
the  structures  in  which  they  find  themselves?    This  section  reports  obser- 
vations in  states  where  members  of  the  project  staff  conducted  interviews. 
Following  the  categorization  of  organizational  issues  developed  in  Section  1, 
the  discussion  will  focus  first  on  the  vertical  axis  of  the  structure  - 
relationships  between  HSAs  and  state  agencies  and  between  HSA  boards  and 
their  sub-area  councils.    We  will  then  analyze  the  horizontal  axis  -  relation 
ships  among  and  between  various  organizational  units  of  state  government.  A 
concluding  section  poses  some  possible  disadvantages  from  overly  close 
structural  linkages  between  planning  and  regulatory  functions. 

Relationships  between  State,  HSA  and  Sub  Area  Units 

In  the  five  states  in  which  we  interviewed  intensively,  we  discovered 
a  fairly  wide  range  of  relationships  between  agencies  of  state  government 
and  HSAs.    We  also  observed  that  different  HSAs  within  a  single  state  may 
relate  in  different  ways  to  the  same  state  agency.    Finally,  HSA  relations 
with  the  unit  of  state  government  responsible  for  health  planning  were  some- 
times quite  different  from  its  relations  with  state  certificate  of  need  and 
rate  setting  units.    While  fewer  problems  appeared  to  be  evident  in  communi- 
cation between  HSA  and  state  health  planners,  even  here  no  fixed  pattern 
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characterized  relationships  in  all  the  states.* 

The  quality  of  HSA/state  relationships  appeared  to  be  conditioned  by 
several  factors: 

-  the  traditions  and  history  of  health  planning  and  regulation 
in  each  particular  state,  and  relations  with  providers; 

-  immediate  circumstances  in  the  state,  such  as  the  short  term 
goals  of  the  incumbent  governor,  the  views  and  actions  of  key 
legislators  on  Ways  and  Means  and  Health  subcommittees,  etc; 

-  key  figures  in  the  business  and/or  hospital  communities  dedi- 
cated to  particular  courses  of  action; 

-  the  degree  of  sophistication  and  experience  of  the  particular 
HSA  directors  and  their  various  leadership  and  staff  counter- 
parts in  state  government,  as  well  as  compatibilities  of 
personal ity. 

In  some  states,  both  government  officials  and  HSA  officials  and  staff 
openly  discuss  the  problem  of  divided  and  mixed  public/private  authority,  and 
are  actively  seeking  clarification  of  roles;  in  others  there  appears  to  be  a 
somewhat  uneasy  sharing  of  responsibilities,  with  both  parties  guardedly 
jockeying  for  position  in  a  manner  that  carefully  skirts  confrontation;  in 
still  others,  the  parties  appear  to  be  accommodating  to  the  structure  with 
relative  ease.    Thus,  agency  responses  to  the  problem  of  strengthening 
linkages  are  quite  different  from  one  state  to  the  next.    One  can  illustrate 
the  difference  by  examining  cases  at  two  polar  extremes,  New  York  and  Arizona. 

The  Relation  of  State  and  HSAs  in  New  York  State 

Since  1965,  all  health  planning  and  regulatory  functions  in  New  York 
State,  including  certificate  of  need  and  licensing,  have  been  centralized 
in  the  state  Department  of  Health,  under  an  unusually  broad  legislative 
mandate,  Article  28  of  the  Public  Health  Law.    Rate  setting  authority,  added 
in  1970,  and  authority  to  decertify  excess  beds,  services  and  entire  institu- 
tions, added  in  1976,  also  were  given  to  the  Department  under  Article  28. 
By  virtue  of  these  powers,  the  Department  and  its  various  advisory  bodies 
have  long  been  accustomed  to  assuming  firm  leadership  in  establishing  health 
policy  within  the  state.    Long  before  the  advent  of  P.L.  93-641,  regional 
health  councils  and  certain  city  governments  appear  to  have  resented  the 
extent  of  state  government  influence  on  local  policies  and  activities,  and 
state  inattention  to  their  recommendations. 

In  part,  the  state's  strong  posture  may  have  stemmed  from  an  unusually 
confusing  array  of  planning  agencies  at  the  regional  level.    Some  of  the 
early  areawide  planning  councils  of  the  1950s  continue  to  function;  new 
regional  councils  were  introduced  under  Article  28,  but  these,  in  turn,  did 


*See  also  study  by  Oscar  A.  Cartaya  and  William  J.  Curran  in  "A  Model  Certifi- 
cate of  Need  Statute,"    Health  Care  Management  Review,  Fall,  1977,  pp.  35-39. 


-55- 


not  always  become  the  CHP-b  agencies  formed  under  the  1966  Comprehensive 
Health  Planning  Act. 

More  recently,  as  the  state  and  New  York  City  plunged  into  a  fiscal 
crisis,  the  governor  identified  the  state  Medicaid  program  as  a  prime  target 
for  budget  cutbacks.    Investments  in  added  staffing  in  the  regulatory  units 
of  the  Department  of  Health  were  expected  to  control  increases  in  hospital 
costs  to  both  the  Medicaid  and  Blue  Cross  payers*    This  was  to  be  achieved 
by  a  combination  of  measures  including: 

-  a  virtual  freeze  on  hospital  expansions; 

-  closing  hospital  services,  beds  and  entire  institutions; 

-  conditions  imposed  on  hospital  capital  replacements; 

-  tight  controls  on  increases  of  hospital  operating  revenues, 
and  reimbursement  for  underutilized  services. 

As  they  began  to  operate  in  this  environment,  the  new  HSAs  discovered 
a  number  of  areas  where  policies  enunciated  in  P.L.  93-641  appeared  to 
diverge  from  some  of  the  past  and  projected  health  policies  of  New  York  State 
government.    Seeking  to  clarify  the  HSA/state  roles,  the  New  York  City  HSA 
drafted  a  Memorandum  of  Understanding,  later  subscribed  to  by  all  the  eight 
HSAs  in  the  state,  the  terms  of  which  are  currently  being  negotiated  with 
the  Department.    The  outline  of  its  content,  in  part,  is  as  follows: 
(Health  Systems  Agency  of  New  York  City,  1977) 

General  Principles: 

-  All  health  planning  activities  of  the  state  agency  and  HSAs 
shall  be  conducted  in  accord  with  requirements  of  P.L.  93-641; 

-  The  HSA  has  principal  responsibility  for  initiating  the 
development  of  health  plans  and  policies  for  its  health 
service  area.    (Roles  of  SHCC  and  SHPDA  under  93-641  are 
reiterated) ; 

-  The  HSA  shall  be  given  opportunity  to  participate,  in  a  timely 
fashion,  in  all  aspects  of  state  health  planning  and  health 
policy  that  affect  its  area; 

-  Regulatory  powers  of  the  state  agencies  related  to  health 
planning,  including  those  under  Article  28,  shall  be 
exercised  in  conformity  to  P.L.  93-641  provisions  and  regu- 
lations, and  decisions  that  directly  or  indirectly  affect 


*In  New  York,  rate  setting  program  regulations,  designed  to  persuade  hospitals 
voluntarily  to  request  decertification  of  excess  beds,  penalize  hospitals 
with  low  occupancies  in  particular  services.    The  regulations  permit  adjust- 
ment of  rates  to  represent  the  lower  unit  costs  that  an  institution  would 
have  experienced  at  some  predetermined  minimum  occupancy  level,  e.g.  65% 
occupancy  for  an  OB  service,  instead  of  the  higher  unit  costs  the  institution 
actually  experienced  with  its  low  occupancy. 
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health  facilities  or  services  in  the  HSA  area  shall  be 
subject  to  initial  review  by  the  HSA; 

-  State  agencies  shall  seek  to  make  supplementary  funds  avail- 
able to  HSAs  if  P.L.  93-641  funding  proves  insufficient  to 
permit  performance  of  its  functions. 

Review  of  CON  and  Section  1122  Applications;  Fair  Hearings: 

-  The  HSA  shall  submit  to  the  state  agencies,  in  writing,  its 
review  decisions;  the  conditions  attached  to  decisions;  the 
reasons  for  decisions  and  conditions;  and  its  suggested 
state  enforcement  of  compliance  with  conditions; 

-  If  the  state  agency  intends  to  take  contrary  action,  the  HSA 
may  present  evidence  and  argument  in  support  of  its  position 
at  a  hearing  in  accord  with  provisions  of  the  State  Adminis- 
trative Procedures  Act;  grounds  include  differences  in 
conditions  to  be  imposed  on  the  applicant  institution.  (Numer- 
ous clauses  relate  to  the  form  and  nature  of  the  evidence 

to  be  presented,  timing  of  hearings  and  other  procedural 
matters) ; 

-  State  agencies  shall  conduct  reviews  and  process  applications 
promptly  -  as  per  regulations  (HSA  to  be  furnished  explanations 
for  any  delays,  and  dates  by  which  state  review  is  to  be 

compl eted ) . 

Hospital  Closings  and  Bed  Reductions: 

-  State  decertification  procedures  should  be  made  in  the  same 
manner  and  in  accord  with  same  procedures  as  decisions  to 
approve  construction  of  new  facilities  under  state  law  and 
regulations  and  P.L.  93-641  regulations; 

-  The  HSA  may  initiate  a  recommendation  to  the  state  for  revo- 
cation or  modification  of  the  operating  certificates  of 
hospitals  in  its  service  area,  in  accord  with  criteria 
established  in  its  Health  Systems  Plan  and  Annual  Implementa- 
tion Plan  and  in  accord  with  its  review  procedures.  The 
Commissioner  of  Health  should  furnish  written  decision  to 
accept,  reject  or  modify  decision  within  60  days.  (Decisions 
to  contravene  HSA  decisions  are  subject  to  hearing,  as  above); 

-  State  agency  proposals  to  initiate  closings  shall  be  reviewed 
by  the  HSA,  which  shall  furnish  written  recommendations. 
(Again,  opposing  opinions  are  subject  to  hearing.) 
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Reconsideration  of  Previously  Granted  CON-1122  Approvals: 


-  Construction  of  changes  in  service  approved  by  state  agency 
are  subject  to  reconsideration  at  any  time  within  12  months 
of  formal  approval,  unless  construction  has  commenced; 

-  The  HSA  may  initiate  the  reconsideration; 

-  If  a  state  agency  initiates  a  reconsideration,  the  HSA  must 
be  notified; 

-  Procedures  for  inter-agency  communication,  hearings,  etc. 
to  follow  those  for  new  services  review. 

One  additional  provision,  relating  to  reimbursement  policies,  raises 
fundamental  questions  about  the  relation  of  HSA  plans  to  rate  setting 
programs: 

Reimbursement  Policies: 

The  parties  acknowledge  that  the  certification  of  hospital 
reimbursement  rates  is  primarily  a  function  of  the  Department 
of  Health,  but  that  certain  decisions  and  policies  governing 
hospital  reimbursement  rates  and  the  setting  of  the  rates  them- 
selves have  significant  effects  on  the  development  and  delivery 
of  services  in  the  Health  Systems  Agency's  health  service  area 
and  should  be  consistent  with  the  Health  Systems  Plan  and  Annual 
Implementation  Plan    adopted  by  the  Health  Systems  Agency. 

Accordingly,  the  parties  shall  develop  procedures  for  coor- 
dinating the  rate-setting  functions  of  the  Department  of 
Health  with  the  health  planning  functions  of  the  Health  Systems 
Agency  with  an  opportunity  to  participate  in  the  development 
of  rate  setting  decisions  and  policies  that  have  substantial 
direct  or  indirect  effects  on  the  delivery  of  health  care 
services  in  its  health  service  area. 

The  Memorandum  then  goes  on  to  specify  procedures  whereby  the  Department  of 
Health  shall  keep  the  HSA  informed,  at  intervals  of  60  days,  of  intention  to 
consider  changes  in  policies,  principles  and  regulations  governing  hospital 
reimbursement.    The  nature  and  disposition  of  HSA  response,  relating  the 
proposed  reimbursement  changes  to  the  achievement  of  HSP  and  AIP  goals,  is 
then  specified.    Finally,  the  HSA  reserves  the  right  to  propose  changes  in 
the  policies  and  methods  for  establishing  reimbursement  rates,  and  may 
propose  modification  of  reimbursement  rates  of  specific  hospitals  "to  the 
extent  that  the  HSA  deems  such  changes  necessary  to  achieve  the  objectives 
of  the  HSP  or  the  AIP."    A  hearing  procedure  is  again  provided  at  which 
all  points  of  HSA/state  agency  disagreements  regarding  rate  setting  may  be 
a  i red . 
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These  provisions  of  the  proposed  New  York  Memorandum  of  Understanding 
have  been  cited  in  some  detail  to  illustrate  not  only  the  substantive  questions 
where  HSAs  believe  clarification  of  their  role  vis  a  vis  the  state  agencies 
is  needed,  but  also  the  procedural  safeguards  they  seek  to  employ  to  assure 
that  the  preprogati ves  of  their  role  can,  in  fact,  be  exercised. 

The  Relation  of  State  and  HSAs  in  Arizona 

Experience  in  Arizona  illustrates  an  entirely  different  type  of  HSA/ 
state  agency  relationship.    There,  as  in  California  and  several  other  western 
states,  regional  health  planning,  both  voluntarily  and  through  Councils  of 
Government  (COGs)  have  traditionally  assumed  a  strong  role  vis  a  vis  state 
government.    In  part,  this  may  reflect  the  tremendous  size  of  the  geographic 
areas  embraced  by  the  states  that  makes  highly  centralized  administration 
infeasible.  (The  state  of  Arizona  is  larger  than  the  combined  area  of  all  the 
New  England  states  and  New  York  State.)    In  part,  as  Milton  Gan,  the  Director 
of  the  Central  Arizona  HSA  observed,  it  may  reflect  the  general  tradition  of 
the  West  as  regards  relationships  between  state  government  and  localities. 

Several  other  factors  may  also  play  a  role.    During  the  early  1970s, 
Arizona,  in  contrast  to  New  York,  was  a  high  growth  state,  both  in  population 
and  economy;  fiscal  problems  were  not  as  important  as  problems  associated  with 
rapid  development.    Also,  Arizona  does  not  have  a  Medicaid  program;  the  counties 
still  bear  the  burden  of  caring  for  the  sick  poor.    Thus,  in  1971,  although 
the  state  legislators  passed  a  strong  certificate  of  need  law  and  mandated 
budget  reviews  or  hospitals  and  long  term  care  facilities,  they  did  so  not  so 
much  out  of  concern  for  the  state  budget  as  in  response  to  the  concerns  with 
rising  hospital  costs  expressed  by  some  of  the  state's  largest  industries. 

Given  these  factors,  it  is  not  surprising  that  both  the  history  end 
the  present  functioning  of  health  planning  and  regulation  in  Arizona  bear 
little  resemblance  to  that  in  New  York,  although  the  major  outlines  of  their 
highly  unified  organizational  structures  at  the  state  level  appear  almost 
the  same.    In  Arizona,  before  the  advent  of  P.L.  93-641,  regional  planning 
agencies  (CHP  or  COGs)  had  the  major  responsibility  for  conducting  both 
certificate  of  need  and  hospital  budget  reviews.    The  state  agency  staff 
provided  technical  assistance  to  those  regional  agencies  that  lacked  suffi- 
cient independent  resources  to  perform  analyses,  and  their  decisions  were 
subject  to  state  agency  review  and  final  decision  making.    Once  established, 
the  new  HSAs  continued  on  with  the  CON  and  with  the  reviews  of  hospital  and 
nursing  home  budgets.    Their  predominant  role  is  clearly  defined  in  the  enabling 
law:  the  state  Department  of  Health  Services  can  only  reverse  certificate 
of  need  recommendations  made  by  the  HSAs  in  cases  where  charges  are  tendered 
that  due  process  had  been  violated  and  where  these  charges  are  subsequently 
substantiated.    In  addition,  the  recommendations  of  budget  reviewers  at 
either  HSA  or  state  level  are  not  binding.* 


*In  fact,  there  has  been  almost  100%  voluntary  compliance  by  those  providers, 
and  hospital  cost  increases  appear  to  compare  favorably  with  states  where 
there  is  regulatory  enforcement. 


Under  these  conditions,  relationships  between  the  state  and  the  HSAs 
appear  to  be  relatively  accommodating  and  informal.    The  state  agency  designed 
a  uniform  certificate  of  need  application  form,  and  has  developed  a  uniform 
accounting  and  reporting  system  according  to  which  all  hospitals  report 
historical  costs  and  set  forth  their  budgets.    It  also  prescribes  the  formal 
elements  of  review  to  conform  with  the  state's  administrative  practices  act. 
General  agreement  among  the  parties  is  reached  on  review  criteria  within 
the  18  points  set  out  in  the  certificate  of  need  law. 

Staff  members  from  the  state  agency  are  notified  of  HSA  budget 
reviews  and  CON  project  reviews  and  hearings;  they  usually  attend  rate 
reviews  and  occasionally  attend  CON  reviews.    During  budget  reviews  they  are 
frequently  called  on  to  contribute  relevant  information,  not  only  about 
an  institution's    costs  but  about  other  aspects  of  its  functioning.  For 
example,  in  the  three  reviews  we  observed,  the  reviewers  routinely  asked 
for  and  received  reports  from  the  most  recent  state  licensing  inspection 
reports  on  the  applicant  facility. 

Effects  of  State  Agency  Structure  on  HSA/State  Relationships 

Another  factor  that  may  influence  HSA  and  state  agency  relationships 
is  the  degree  of  centralization  of  P.L.  93-641  functions,  and  rate  setting 
within  a  single  state  agency.    Organizational  structures  at  the  state  level 
varied  considerably  in  the  states  where  we  interviewed.    Three  configurations 
are  depicted  in  Exhibit  I.    The  Model  A,  single  agency  configuration  conforms 

,st  closely  to  what  Congress  appears  to  have  sought  for  in  its  Planning 
Act  provisions.    New  York,  Arizona  and  New  Jersey  all  had  this  configuration 
prior  to  enactment  of  P.L.  93-641,  and  also  included  the  functions  of  rate 
setting  and  licensing.    Models  B  and  C,  representing  structures  of 
Massachusetts  and  Connecticut,  respectively  illustrate  two  of  the  many 
possible  alternative  structures  that  state  governors  may  obtain  through  the 
exceptions  process. 

Most  local  and  state  health  planners  and  state  government  officials 
responsible  for  certificate  of  need  and  rate  regulation    appear  to  believe 
that  a  unified  structure  facilitates  communication  and  diminishes  dangers 
from  conflicting  policies.    As  the  New  York  example  illustrates,  however, 
such  a  structure  does  not  necessarily  produce  good  vertical  linkages. 

Hospital  associations  and  hospitals  appear  to  have  mixed  views  on  this 
question  of  organizational  structure.    On  the  one  hand,  the  official  position 
of  the  AHA  is  that  rate  regulation  should  be  conducted  by  independent 
commissions,  lest  immediate  fiscal  pressures  on  state  government,  as  in  New 
York,  create  a  conflict  of  interest  that  could  interfere  with  impartial 
decisionmaking    and  adjudication  of  appeals.    On  the  other  hand,  hospital 
administrators  as  well  as  HSAs  find  it  difficult  to  deal  with  separate 
agencies  of  state  government  on  matters  that  frequently  interface  at  the 
point  of  individual  institutional  applications  and  decisions.    The  Hospital 
Association  of  New  York  State  has  for  some  years  been  promoting  a  bill  that 
would  place  all  health  planning  and  health  regulatory  functions  of  state 
government  under  a  single  independent  commission. 


EXHIBIT  I.    DIFFERENT  ORGANIZATIONAL  RELATIONSHIPS  FOR  STATE  HEALTH 
PLANNING,  CERTIFICATE  OF  NEED,  AND  RATE  SETTING  FUNCTIONS* 


MODEL  A 


Health 
Planning 


DEPARTMENT  (SHPDA) 
(usually  Department  of  Health, 
or  Health  and  Social  Services; 


Certificate 
of  Need/1122 
Revi  ews 


Licensing 


Rate 
Setting 


Examples:    Arizona,  New  Jersey,  New  York 


MODELS 


HUMAN  SERVICES 
SECRETARIAT 


Department  of 
Public  Health 
(SHPDA) 


V 

other  line  agencies  in 
human  services   


Li  censi  ng 


Certi  fi  cate 
of  Need 


Rate  Setting 
Commi  ssion 


Health 
Planning 


Example:  Massachusetts 


MODEL  C 


Governor 


Health  Facilities 
Regulatory  Commission 


Health  Department 
(SHPDA) 


(administrative  link  -  commission  functions 
,        independently)  .  


Certificate  o f i 
Need  Review 


Rate  Setting 


Licensi  ng 


Health 
PI anni  pg 


Example:  Connecticut 


*  All  highly  schematized  to  emphasize  major  lines  of  authority. 
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Staff  Liaisons 


In  our  observations,  the  quality  of  HSA  communication  with  state 
agencies  depends  in  large  part  on  the  care  with  which  individual  staff 
liaisons  are  established  along  functional  lines.    For  example,  in  the 
Central  Arizona  HSA,  weekly  meetings  between  an  HSA  project  review  staff 
member  and  his  opposite  number  in  the  state  agency  appears  to  facilitate 
smooth  working  relationships.    A  section  of  the  New  York  HSA  Memorandum, 
quoted  earlier  in  part,  states  that: 

...each  of  the  State  Agencies  shall  designate  a  person  who 
shall  be  responsible  for  communication  and  liaison  with 
the  Health  System  Agency  in  each  of  the  principal  substantive 
areas  of  mutual  concern,  and  the  Health  Systems  Agency  shall 

designate  a  corresponding  person  for  such  purposes  

the  State  Agencies  and  the  Health  Systems  Agency  shall 
confer  on  a  periodic  basis,  and  no  less  frequently  than 
once  every  six  months  concerning  the  adequacy  of  those 
arrangements  and  shall  mutually  develop  arrangements  for 
improving  the  coordination  of  their  activities. 

The  necessity  for  establishing  separate  liaison  personnel  for  the 
various  state  agencies  illustrates  the  need  for  mechanisms  to  overcome  the 
problem  of  bureaucratic  distance  between  organizational  units  performing 
specialized  functions  of  planning  and  regulation,  even  when  these  are 
centralized  in  a  single  agency  structure,  as  in  New  York.    As  noted  earlier 
we  observed  instances  where  HSA  staff  appear  to  relate  quite  easily  to  one 
unit  of  state  government,  while  remaining  in  almost  total  isolation  from 
another.    For  example,  the  state  rate  setting  program  in  New  York  historically 
has  had  little  if  any  relation  to  regional  planning  agencies;  in  Massachusetts 
there  are  many  points  of  interface. 

In  addition  to  formal  liaisons,  the  manner  in  which  state  agency 
staff  is  organized  may  also  help  to  facilitate  communication.    For  example, 
in  New  Jersey,  hospital  budget  review  analysts  are  organized  in  teams, 
according  to  HSA  areas,  to  provide  maximum  continuity  in  their  relations 
with  HSA  staff  and  to  become  acquainted  with  the  situation  of  particular 
geographic  areas  in  some  depth. 

HSA  -  Sub  Area  Relations 

Our  project  did  not  set  out  to  explore  issues  surrounding  the  relation- 
ships of  HSA  boards  to  their  sub  area  councils,  to  local  governments,  PSROS 
and  other  entities.    However,  in  the  course  of  our  case  studies  and  interviews, 
we  obtained  the  impression  that  the  question  of  how  HSA  boards  interface  with 
their  sub  area  councils  and  committees  appears  to  be  particularly  sensitive  as 
regards  the  relative  weighting  of  patient  access,  quality  of  care  and  cost 
containment  objectives.    Cost  containment  rarely  seems  to  have  a  high  priority 
in  the  sub  areas.    One  imaginative  approach,  employed  by  the  bi -state  Duluth/ 
Superior  HSA,  is  to  involve  sub  area  project  review  committees  in  reviews 
outside  their  own  area  (and  state)  when  possible.    While  the  reviewers  bring 
a  highly  local  perspective,  they  have  no  direct  involvement  with  the  particular 
decisions  being  made.    Travel  time,  however,  makes  this  solution  impracticable 
in  many  areas. 
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Relations  Among  Organizational  Units  at  the  State  Level 


The  problem  of  bureaucratic  distance  among  units  of  state  government 
responsible  for  health  planning,  certificate  of  need  and  rate  regulation 
again,  appears  to  manifest  itself  differently  in  different  states.  For 
example,  within  a  given  state,  two  of  the  three  functions  may  appear  to 
articulate  quite  well,  while  neither  appears  to  articulate  well  with  the 
third.    Or,  in  practice,  one  of  the  functions  may  dominate  one  or  more  of 
the  others. 

In  addition  to  the  rel ationshiDs  among  the  organizational  units 
carrying  out  functions  referenced  by  the  planning  act,  moreover,  linkage 
of  their  policies  and  activities  with  units  carrying  out  other  health 
planning  and  regulatory  functions  in  state  government,  such  as  mental  health, 
Medicaid,  emergency  medical  services,  vocational  rehabilitation,  highway 
safety,  manpower  and  facility  licensing  and  insurance  regulation,  appear  to 
be  highly  variable.    Several  of  our  case  studies  reveal  instances  where  one 
state  health  agency  made  a  decision  about  an  individual  institution  that 
threw  into  disarray  the  orderly  processes  of  regulation  by  another  state 
agency.  (Sweetland,  1977;  Sweetland,  Altman,  and  Motter,  1978.) 

Even  among  the  three  states  we  visited  where  planning,  CON  and  rate 
review  operated  under  the  same  agency  umbrella  as  per  Model  A  in  Exhibit  I, 
we  observed  considerable  variation  in  the  strenth  of  inter-organi zational 
linkage.    A  few  examples  follow. 

New  Jersey  exhibits  a  high  degree  of  staff  coordination  in  regard  to  reviews 
of  institutional  services.    As  a  matter  of  Department  of  Health  (SHPDA)  policy, 
the  goals,  objectives,  criteria  and  standards  in  the  state's  1977  Pol  icy 
Manual  are  to  govern  the  decisions  of  the  regulatory  bodies.  Consultation 
from  planners  and  budget  reviewers  and  licensing  inspectors  is  routinely 
sought  by  staff  reviewing  all  but  routine  or  minor  CON  applications.  For 
their  part,  budget  reviewers  regularly  seek  comments  from  licensing  inspec- 
tors when  an  institution  appears  as  a  high  cost  outlier  on  a  statistical 
distribution.    The  Department  is  seeking  to  establish  closer  coordination 
between  budget  review  and  planning  staff. 

New  York  has  accumulated  a  complex  structure  of  committees  during  the 
twelve  years  since  enactment  of  Article  28.  (See  Exhibit  II.)  The 
functions  of  P.L.  93-641  were  fitted  into  this  scheme  in  1976,  prior  to 
SHPDA  designation. 

The  state  health  planning  staff  have  long  been  called  on  extensively 
to  inform  the  individual  decisions  of  CON  reviewers,  to  advise  on  certain 
classes  of  appeals  brought  to  the  rate  setting  units,  and  to  prepare  advisories 
on  institutions'  requests  for  waivers  of  reimbursement  penalties.  Before 
imposing  a  rate  penalty  for  an  underutilized  OB  service,  for  example,  the 
decisionmaking  body  obtains  an  advisory  from  the  planning  division  staff. 
This  may  cite  extenuating  circumstances,  such  as  travel  times,  seasonal  changes 
in  population,  etc.,  that  could  justify  keeping  the  extra  standby  bed  capacity. 
Certificate  of  need  staff  also  have  regularly  sought  advisories  from  the 
planning  division  when  they  consider  major  proposals. 
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Reproduced  from 
best  available  copy. 


EXHIBIT  II:    ORGANIZATIONS  INVOLVED  IN  ADMINISTERING  NEW  YORK  STATE'S 
HEALTH  PLANNING  PROGRAM,    JUNE  1976 


Onanlfttlenal  Stew 

[Abbreviation) 


P)dJOf  6VUw  and  Re-ipontiumi*.  Uj  >1iimIi 


state  Hum 

88»r!wi!  (BOW) 


SUM  Constitution 


I    Hat  the  central,  comprehensive,  responsibility  for  the  envelopment 
and  administration  of  the  State's  policy  with  respect  to  health 
facilities  and  related  services, 

9    Produces  tht  Stat*  Health  Plan, 

•   Controlt  "Certificate  of  he-ed"  procedure, 

0  Hakes  the  final  decision  on  "construction  only  application*", 

1  Inventor-let  eilstlnq  Health  services  and  facilities, 

I    Provides  staff  tervlcet  to  both  the  PHC  and  SHRPC,  and 
I   Approval  continued  operation  of  facilities  and  service*  through  the 
Ull  of  "operating  certificates." 


SUU  poartl  of  fecial 
Uolfer*  (BS«)) 


Artlel*  17.  SUM 
Constitution 


9   Mat  authority  to  establish  and  administer  "domiciliary  Ctf* 

fiCllltitt." 


SUM  Mutation 
topsrtawnt  (SCO) 


SUM  Constitution 


•lent  the  future  hoi  1th  Eonoewor  needs  at  port  of  tho  lIctMlfh) 

function. 


SUU  Public  Mtalth 
Council  (PHC) 


Chaptor  IS.  Lows  of 
1913 


0   Bust  approve  or  disapprove  establishment  of  health  Cir*  entitle!  U 

operate  under  Article  ?H  of  the  Public  Health  Lax. 
8    In  the  area  of  effective  utilization  of  health  perionnel ,  thd 

Council  tett  minimum  ttanrtardt  of  education  and  training. 
•    In  advising  the  Health  Commissioner,  the  Council  becomes  Involved 

In  determining  standards  for  ambulatory  care  facility  planning  end 

Other  aspects  of  facility  and  tervlce  planning. 


SUU  MotaHal  Review 
•nd  Planning 
Ceil  nc  11  (SMWC) 


Chapter  SSI,  laws  of 
I960 


The  SHRPC,  In  cooperation  with  the  varloui  regional  cownclle,  con- 
ddert  and  advltet  the  Health  Commissioner  and  Public  Health  Coun- 
cils on  ettabllthment  and/or  conttructlon  appl (cations. 
The  SHRPC  alto  seeks  to  improve  the  quality,  efficiency,  and  economy 
Of  health  car*  throughout  the  State. 


(•■lone!  Hospital  Review  Chapter  7)0,  laws  of 
and  Planning  Councils  1964 


Advise  the  SHRPC,  Health  Commissioner,  and  PHC  of  local  opinion  and 
needs  with  respect  to  applications  for  construction  and/or  establish' 
•sent,  and 


9    Conduct  studies  end  perform  other  functions  to  advise  SHRPC, 
Health  Com>1 ss loner,  and  PHC  on  the  colt,  quality,  and  avail- 
ability of  health  cere.    (Councils  discontinued  1n  1971.) 


SUU   Health  Planning 
emission  (SHPOA) 


fiecutlve  Order  123 


t   Advises  the  Governor  on  all  health-related  matters  and  acts  U 
implement  hit  concernt  m  sheplnq  health  policy  for  the  State, 

9    Review!  all  the  plant  of  State  agencies  relating  to  the  pro- 
vision of  health  and  mental  hrallh  tervlcet  to  etlure  that  such 
plant  are  1n  accordance  with  State  health  policies, 

9    Coordinate*  and  reviews  health  plannlnq  efforts  among  governmental 
and  non-governmental  aqenclet  concerned  with  health  services, 
fee  1 1 1 ! let  and  manpower,  and 

9   Supervises  the  Implementation  of  the  national  Health  P1ann1nf  and 
Resources  Development  Act  of  1974. 


Health  Advisory 
Council  (MAC) 


Ciecutlve  Order  (12 
(dated  8/28/75) 


•  Advises  the  Governor,  through  the  Health  Planning  Commission  on 

health  policy  matters, 

•  Serves  as  an  Information  qatherlnq  and  advisory  body, 

•  Undertakes  tn-drpth,  interdisciplinary  studies  related  to  thd 
orqanl;at<on,  delivery  and  financing  of  health  care  services, 

9   Develops  recommendations  fnr  alternative  legislation  and  admini- 
strative initiatives  to  improve  the  State's  health  care  system, 
and 

•  Concerns  Itself  with  health  Issues  which  involve  several  depart- 
ments or  agencies  of  government. 


Health  Planning 
Advisory  Council 
(KMC) 


Ciecutlve  Order  #73 
(dated  S/23/S7) 


9   The  HPAC  Is  to  advise  the  Health  Planning  Commission  in  the  ever- 
else  of  Its  powers,  functions  and  duties  under  State  Ciecutlve 
Order  «6.  the  National  Health  Planning  and  Resources  Development 
Act  of  1974,  and  any  other  act  relating  to  State  comprehensive 
health  planning. 


»MU  Health  Research 
Council  (SHRC) 


Chapter  44S,  Laws 
of  1975 


9    The  SHRC  1s  to  develop  health  research  programs  and  establish 

priorities  for  such  program'., 
9    Stimulate  independent  health  research  and  review  and  d1  sseatnaU 

the  results  of  health  research  programs,  and 
9   Develop  a  model  health  research  plan  for  the  SUM. 


SOURCE:    Legislative  Commission  on  Expenditure  Review,  Health  Planning  1n 
New  York  State,    Program  Audit  1/1/77,  January  3,  1977. 
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In  the  past,  these  regulatory  bodies  have  not  been  accustomed  to 
seek  guidance  from  the  state's  health  planning  bodies  on  the  framing  of 
policies  that  might  affect  the  nature  and  costs  of  New  York's  broader  health 
care  system.    As  part  of  the  1976  restructuring,  however,  the  Governor 
stated  that  the  SHPDA  would  have  the  power  to  ".  .  .act  to  implement  his 
[the  Governor's]  concerns  in  shaping  health  policy  for  the  state.  ..." 
Relationships  of  the  various  organizational  units  within  the  Department  of 
Health  subsequently  became  more  complicated.    In  the  fall  of  1977,  the 
Governor  instituted  a  complete  reorganization  of  the  Department.  Questions 
of  institutional  cost  control  are  now  the  province  of  a  newly  appointed 
state  "health  czar,"  the  Director  of  Health  Systems  Management.  The  relation 
of  this  agency  to  the  SHPDA,  which  is  also  being  reorganized,  is  as  yet 
unclear.* 

Massachusetts.  If  a  unified  departmental  structure  embracing  all  the  P.L.  93-641 
functions  and  rate  setting  were  to  constitute  a  criterion  for  effective 
inter-organizational  relationships,  the  Commonwealth  of  Massachusetts  would 
be  expected  to  rank  low.    Its  organizational  structure  is  even  more  fraction- 
ated than  the  Model  B  configuration  of  Exhibit  I  would  indicate.  Although 
the  Department  of  Health  is  the  SHPDA,  the  certificate  of  need  function  is 
performed  through  an  organizational  unit  located  in  a  different  building 
from  that  which  houses  the  Office  of  State  Health  Planning.    The  Rate  Setting 
Commission,  appointed  by  the  Governor  and  located  in  yet  another  buildinq. 
is  coequal  in  status  to  the  Department  of  Health,  though  both  are  part  of 
an  11  member  Secretariat  of  Human  Services. 

In  practice,  however,  the  three  organizational  units  in  Massachusetts 
interface  with  considerable  regularity  and  a  seeming  minimum  of  friction. 
This  is  accomplished  through  several  mechanisms.    First,  certain  key  cross- 
agency  appointments  have  been  made  at  different  levels  in  the  structure.  For 
example,  the  director  of  the  Office  of  State  Health  Planning  (OSHP)  serves 
ex  officio  on  the  Rate  Setting  Advisory  Board.    Second,  the  Rate  Setting 
Commission  has  formally  contracted  with  the  OSHP  to  establish  formal  health 
planning-rate  setting  coordination  within  the  state  (DHEW,  SSA,  1977).  In 
commenting  on  the  arrangement,  this  Rate  Setting  Commission  report  observes: 

The  Commission  believes  that  its  financial  expertise  can 
provide  additional  resources  to  the  planning  process  and 
that  possibly  some  planning  concerns  and  methodologies  could 
be  incorporated  into  the  rate  setting  process. 

The  interagency    contract  has  resulted  in  numerous  cross  agency  activities, 
which  will  be  described  at  subsequent  points  in  this  report. 

The  success  in    breaking  down  barriers  to  communication,  which  ten 
years  ago  in  Massachusetts  had  been  typically  high,  appears  to  stem  from 
the  concerted  efforts  of  two  successive  governors,  both  of  whom  appointed 
top  health  and  human  services  officials  dedicated  to  the  effort.    They  in 
turn  established  several  effective  mechanisms  for  interagency  coordination. 


*  See  Lewin  and  Associates,  Inc.  Evaluation  of  New  York  State's  Certificate 
of  Need  Program,  Discussion  Draft,  Phase  Two.  December  1977. 
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Since  the  fall  of  1975,  a  Health  Policy  Group  (HPG),  consisting  of 
all  health-related  agencies  in  state  government  (both  within  and  outside  the 
Executive  Office  of  Human  Services)  has  been  meeting  bi-weekly.*  The  purpose 
of  the  HPG  is  to  iron  out  differences  in  policy  as  they  emerge  in  the 
conduct  of  the  member  agencies'  respective  programs,  or  around  specially 
defined  issues.    The  Health  Policy  Group  has  established  subcommittees  -  in 
acute  care,  long  term  care,  and  ambulatory  care  -  to  study  particular  issues 
and  report  back.    Parallel  subcommittees  in  these  three  areas  have  also 
been  set  up  in: 

-  the  SHCC 

-  the  SHPDA/HSA  Plan  Development  Committee 

-  interdisciplinary  task  forces  (including  representatives  of 
state  government,  HSAs,  providers,  and  others)  which  partici- 
pate in  standards  and  criteria  development. 

In  each  instance,  OSHP  has  primary  responsibility  for  staffing  these  acute 
care,  long  term  care,  and  ambulatory  committees.  (See  Section  4,  to  follow.). 

The  extent  to  which  the  Health  Policy  Group  actually  deliberates  on 
broad  policy  issues,  such  as  those  listed  on  pp.  33-34,  is  in  fact  limited. 
One  member  states  that  at  present,  only  about  five  percent  of  the  group's 
time  is  devoted  to  long  range  issues;  most  is  spent  on  resolving  immediate 
crises.    This  same  participant  noted  a  fundamental  obstacle  to  reaching 
agreement  on  health  policy  at  the  state  level: 

The  basic  problem  is  that  the  proper  role  of  state  government 
is  still  not  defined,  or  is  defined  in  a  conflicting  fashion 
in  particular  instances.    The  approaches  of  the  1930s,  the 
1950s  and  the  1970s  -  direct  care,  contracted  care,  and 
regulation  -  coexist  uneasily.    It  is  as  difficult  to  get 
agreement  among  state  agencies  as  among  HSA  constituents. 
Each  department  has  its  own  history  and  constituency,  and 
each  is  created  and  governed  by  its  own  law. 

One  clear  benefit  from  the  Health  Policy  Group  is  that  it  establishes 
an  expectation  at  the  highest  level  that  lower  echelon  staff  in  the 
organizational  units  of  the  member  agencies  will  also  communicate  regularly. 
In  addition  to  the  various  task  forces  noted  above,  special  interagency 
or  interdi visional    work  groups  formed  to  deal  with  a  number  of  their  common 
problems,  e.g.,  the  design  of    report  forms  to  supply  information  from  a 
common  source  to  their  respective  agencies.    A  member  of  one  such  work 
group  observed: 


*Membership  of  the  Health  Policy  Group  includes:    the  Secretary  of  Human 
Services,  who  chairs  the  group;  the  Commissioner  of  Health;  the  Chairman  of 
the  Rate  Setting  Commission;  the  Director  of  the  Office  of  State  Health 
Planning;  as  well  as  representatives  of  the  Department  of  Mental  Health; 
the  Department  of  Public  Welfare  (Medicaid);  the  Department  of  Elder 
Affairs,  the  Division  of  Insurance,  etc. 
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Serving  in  this  group  lets  us  get  to  know  what  each  other's 
jobs  are  —  and  to  learn  each  other's  phone  numbers.  Later, 
when  something  comes  up  of  mutual  interest,  we  get  together 
and  talk  about  it. 

Maryland.  However,  other  states  with  independent  rate  setting  commissions  may 
require  entirely  different  means  of  securing  interagency  linkage.  In 
Maryland,  for  example,  the  organizational  unit  in  the  Department  of  Health 
charged  with  planning  and  certificate  of  need  responsibilities  has  for  some 
years  been  at  loggerheads  with  the  state  Health  Services  Cost  Review  Commission, 
charged  with  hospital  rate  setting.    On. occasion,  the  latter  agency  has 
refused  to  increase  a  hospital's  rates  to  cover  new  costs  associated  with  an 
expansion  or  replacement  project, even  one  which  had  received  certificate  of 
need  approval.    To  resolve  this  conflict,  which  was  placing  hospitals  in 
double  jeopardy,    the  two  agencies,  over  the  course  of  more  than  a  year, 
succeeded  in  drafting  a  mutually  acceptable  Memorandum  of  Agreement  that 
spells  out  their  respective  responsibilities.    Three  provisions  are 
especially  relevant  to  this  present  discussion: 

-  the  rate  setting  body  will  furnish  the  HSA  and  state  CON 
reviewers  cost  impact  analyses  of  individual  hospital  expansion 
proposals;  if  it  finds  costs  to  be  unreasonable,  it  will  set 
out  detailed  explanations; 

-  the  HSA  and  state  project  reviewers  will  specify  their  reasons 
should  they  arrive  at  recommendations  contrary  to  those 
suggested  by  the  rate  setting  body; 

-  third  party  payers  will  have  the  right  to  appeal  CON  decisions 
when  planning  agencies  grant  approvals  in  the  face  of 
contrary  advice  by  the  rate  setting  body  --  parallel  to  the 
right  of  hospitals  to  appeal  the  adverse  decisions  of  planning 
agencies. 

In  summary,  the  planning  agencies  created  by  93-641    and  state  rate 
setting  bodies  have  a  variety  of  ways  to  seek  and  obtain  better  organizational 
linkages-  on  both  the  vertical  and  horizontal  dimensions.    In  our  observation, 
both  the  nature  of  the  difficulties  they  encounter  and  the  particular 
solutions  they  find  appropriate  are  likely  to  depend  more  on  idiosyncratic 
factors  within  each  state  than  on  the  nature  of  the  particular  organizational 
structure.    A  governor's  clearly    enunciated  expectations  for  coordinated 
action  by  state  agencies  seems  to  provide  an  important  stimulus  for  linkage, 
and  an  on-going  forum  for  inter-agency  dialogue  around  specific  issues  and 
activities  of  common  interest  appears  to  be  a  valuable  way  to  forge  and 
maintain  such  linkage.    A  unified  state  agency  structure  that  embraces  all 
functions  appears  to  favor  success,  but  by  no  means  assures  it. 
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The  Case  for  Separation  Rather  Than  Linkage  of  P.L.  93-641  Functions 

While  the  benefits  of  close  interagency  linkage  are  obvious,  cogent 
arguments  can  also  be  advanced  for  maintaining  a  degree  of  separation 
between  the  organizational  units  responsible  for  health  system  planning  and 
health  regulation.    In  Section  1,  we  noted  the  dilemmas  and  dangers  attendant 
on  deciding  "right"  balances  between  the  pursuit  of  long  term  versus  short 
term  objectives,  between  considerations  of  system  change  versus  change  in 
the  institutional  components  of  the  system,  and  finally,  between  the 
usually  competing  goals  of  containing  costs  and  assuring  timely  patient 
access  to  the  particular  health  services  appropriate  to  their  medical  needs. 
The  case  can  be  made  that  this  decisionmaking  process  works  better  when 
different  organizations  openly  advocate  opposing  action  policies,  leaving 
mediation  between  them  to  the  marketplace  of  public  opinion,  rather  than 
to  the  decision  of  super  committees  or  through  the  actions  of  health  czars. 

Issues  such  as  these  may  have  influenced  the  decisions  of  Connecticut's 
Ad  Hoc  Task  Force  on  Health  Reorganization,  which  considered  five  alternative 
models  to  accommodate  the  functions  of  P.L.  93-641.    In  January  1977,  the  task 
force  ultimately  recommended  that  certificate  of  need  and  rate  regulation 
remain  in  the  Commission  on  Hospitals  and  Health  Care  (CHHC),  which  had  been 
performing  these  functions  since  1973.    Responsibility  for  state  health 
planning  activities,  which  the  Commission  originally  conducted,  was  assigned 
to  the  new  Bureau  of  Health  Planning  and  Development  within  the  State  Health 
Department,  Connecticut's  designated  SHPDA.    The  task  force's  recommendation, 
which  the  governor  endorsed,  also  stipulated,  however,  that  the  Commission 
was  to  continue  to  perform  certain  operational  health  planning  functions 
relating  to  its  statutory  requirements. 

During  the  course  of  our  project's  year  and  a  half  observations  in 
Connecticut,  we  noted  a  marked  change  in  attitude  concerning  this  structure. 
(Sweetland,  1977.)    During  the  summer  and  fall  of  1976,  the  divorce  of  planning 
from  regulation  seemed  worrisome  to  many  of  the  staff  members  interviewed 
in  the  two  state  agencies,  as  well  as  in  our  case  study  HSA.    By  late  1977, 
however,  as  the  two  agencies  have  become  more  familiar  with  each  other, 
greater  confidence  is  expressed.    Staff  members  report  that  the  turf  problems 
and  conflicting  decisions  they  had  feared  have,  by  and  large,  not  materialized. 
The  separation  of  functions  was  conceded  to  have  some  distinct  advantages: 

-  coexistence  of  planning  considerations  and  a  strict  cost 
control  outlook  fosters  a  creative  tension,  it  helps  to  ensure 
interagency  checks  and  balances 

-  separation  of  planning  and  regulatory  activities  may  help 
to  keep  planning  from  becoming  crisis  oriented,  and  may 
prevent  regulation  from  becoming  a  substitute  for  planning. 

Nevertheless,  anomalies  were  observed.    For  example,  the  Commission 
on  Hospitals  and  Health  Care  still  staffs  eight  health  care  task  forces  to 
assist  in  development  of  criteria  for  regionalizing  certain  specialty  services. 
The  relationship  of  those  task  forces'  activities  to  the  SHPDA' s  state 
health  planning  responsibilities  remains  to  be  clarified. 
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In  general,  many  observers  believe  that  when  health  planning  is  loca 
ted  in  the  same  agency  as  health  regulation,  the  regulatory  agency  will 
swallow  it  up.    Again,  the  experience  in  New  York  state  is  instructive. 

In  1976,  the  legislature  empowered  a  special  commission  to  review 
the  Department  of  Health's  ten  year  record  in  administering  certificate  and 
need  and  health  planning  and  the  relation  of  these  activities  to  the  control 
of  health  expenditures  in  the  state.    The  report,  issued  in  1977,  concluded 
that  the  certificate  of  need  function  had  so  absorbed  the  resources  of  the 
planning  unit  through  its  steady  demands  for  analyses  in  response  to 
institutions'  case  by  case  expansion  proposals  that  the  health  planning 
function  itself  had  been  neglected.*    This  had  meant  sacrificing  the  kinds 
of  health  system  changes  the  legislature  had  stated  were  needed  to  contain 
health  expenditures  when  it  enacted  Article  28  in  1965,  e.g.,  encouragement 
of  regional ization,  prepaid  group  practice,  and  several  other  measures  that 
presaged  the  priorities  in  Section  1502  of  P.L.  93-641.     The  report  stated: 

In  New  York,  health  "planning"  is  less  of  a  creative,  anticipa 
tory  endeavor  than  it  is  a  reactive  one  geared  toward  regu- 
lation. 

For  example,  only  13  of  43  health  facility  administrators  reported  that  the 
department  had  communicated  to  them  its  estimates  of  their  county's  health 
needs.  (New  York  State  Legislative  Commission  on  Expenditure  Review,  1977.) 

In  Massachusetts,  some  observers  believe  that  the  state's  drive  to 
contain  hospital  revenues  over  the  short  run  through  its  apparantly  success- 
ful linking  of  planning,  certificate  of  need  and  rate  setting  may  have  tilted 
the  balance  of  competing  health  goals  too  far  in  one  direction  for  political 
viability.    For  example,  during  1977,  despite  intensive  pressure  from  the 
Governor,  industry  leaders  and  Blue  Cross,  the  legislature  watered  down  the 
state's  enabling  law  for  certificate  of  need  and  enacted  three  special  bills 
exempting  particular  institutions  from  previous  adverse  CON  decisions. 
Voting  margins  were  sufficient  to  override  the  Governor's  veto.  Department 
of  Public  Health  staff  report  that,  already  in  1978,  eighteen  special  bills 
to  reverse  CON  denials  have  been  filed. 

Cooperation  between  and  among  organizational  units  of  SHPDAs,  certif- 
icate of  need  programs  and  HSAs,  and  with  rate  setting  bodies,  may  be  easier 
to  achieve  around  specific  problems  of  common  concern  than  around  questions 
of  broad  policy  and  strategy.    Each  of  the  agencies  confronts  so  many 
difficult  issues  in  implementing  reviews  of  institutional  services  that  they 
may  welcome  opportunities  to  pool  resources  to  a  degree  that  in  less  trying 
circumstances  might  be  considerably  diminished.    To  the  extent  that  a  mode 
of  mutual  problem  solving  can  be  maintained,  the  natural  divisive  tendencies 


*Planning  staff  activities  in  relation  to  the  Department's  rate  setting 
function,  which  we  noted  earlier,  were  not  studied;  analysis  centered  on 
a  sample  of  1,900  CON  actions,  interviews  with  regional  health  planners, 
and  health  facility  administrators. 
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noted  in  earlier  sections  are  likely  to  be  minimized. 

In  developing  a  good  review  process,  cooperation  among  the  P.L.  93- 
641  agencies  and  rate  setting  programs,  as  well  as  with  PSROs  and  other 
agencies  not  specifically  dealt  with  in  this  report,  can  take  place  in  the 
scheduling  and  performance  of  specific  review  tasks.    If  staff  from  the 
different  agencies  can  be  assigned  particular  roles  at  points  in  the  review 
process  where  they  could  serve  the  purposes  of  both  or  several  agencies,  all 
interests  will  be  served  and  the  unique  strengths  of  particular  staff  members 
can  be  made  best  use  of.    Since  the  specifics  of  such  division  of  labor  will 
depend  on  individual  circumstances  and  staff  capabilities  in  each  agency, 
this  report  only  notes  the  importance  of  exploring  such  possibilities. 
However,  the  next  two  sections  will  consider  two  special  areas  for  fruitful 
shared  activity:    identifying  criteria  and  standards  to  guide  reviews, 
and  developing  mechanisms  for  obtaining  commonly  needed  information. 
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SECTION  4:    SHARED  ACTIVITY  IN  IDENTIFYING  CRITERIA  AND  STANDARDS 


As  we  saw  earlier,  the  Planning  Act,  by  calling  for  the  application 
of  its  many  required  criteria  for  determining  such  questions  as  a  population's 
need  of  a  given  service,  the  projected  economic  impact  and  the  financial 
feasibility  of  the  institution's  proposal,  together  with  macro  limits  on 
supply  of  institutional  services  in  relation  to  population,  imposes  a  task 
of  heroic  proportions.    As  of  this  writing,  the  question  of  which  standards 
are  imposed  by  the  federal  government,  which  by  state  governments,  and  which 
by  HSAs  is  still  unanswered. 

It  is  beyond  the  scope  of  this  study  to  debate  the  merits  of  alterna- 
tive loci  for  standard  setting.    On  the  one  hand,  resource  supply  standards 
developed  at  the  federal  level,    if  they  could  in  fact  be  implemented,  would 
shrink  the  system  and  thus,  should  the  currently  popular  theory  turn  out  to 
be  correct,  keep  down  hospital  costs.*   They  would  also  avoid  the  confusion, 
and  possible  grounds  for  legal  challenge,  of  contradictory  standards  of 
need  employed  by  different  states  and  HSAs.    Finally,  they  would  transfer 
consumer  and  provider  pressure  for  capital  expansion  from  HSAs  and  state 
certificate  of  need  bodies  and  state  legislatures  to  the  halls  of  Congress 
and  DHEW  where  the  need  to  contain  costs  is  most  clearly  recognized  to  be 
imperative. 

On  the  other  hand,  given  the  primitive  state  of  the  art   and  the 
inability  to  predict  the  second  order  consequences  of  standards,  while  rule 
of  thumb  population  ratios  may  be  adequate  for  national  and  statewide  macro 
decisionmaking,  where  special  factors  balance  each  other  off,  gross  mismatches 
could  occur  if  arbitrary  numerical  standards  were  to  be  applied  inflexibly 
in  small  geographic  areas.    There,  not  only  may  the  population  denominator 
change  rapidly,  but  many  special  factors,  such  as  an  unusually  high  rate  of 
cancer  or  motor  vehicle  accidents,  the  presence  or  absence  of  alternatives 
to  hospital  care,  etc.,  are  likely  to  skew  overall  need  averages.  Also, 
even  relatively  small  inflows  or  outflows  of  physicians,  particularly  special- 
ists, can  suddenly  change  both  the  nature  and  volume  of  medical  demand  both 
from  local  and  out-of-area  populations.    Finally,  within  even  the  most  over- 
bedded  HSAs  there  are  often  large  pockets  of  population  that  lack  access  to 
practicing  physicians  and  thus  depend  entirely  on  overcrowded  inadequately 
staffed  and  undersuppl ied  hospitals. 


*  Some  of  the  states  we  studied,  Connecticut  and  New  Jersey,  and   one  HSA 
region  in  New  York,  already  have  "preshrunk"  systems,  with  bed  to  population 
ratios  below  those  in  the  DHEW  proposed  guidelines. and  high  occupancy  levels. 
Third  party  payers'  and  state  government's  concern  over  hospital  costs  in 
these  areas,  however,  appeared  to  be  just  as  active,  if  not  more  so,  than  in 
some  overbedded  areas.    Close  analysis  of  this  phenomenon  would  appear  to  be 
indicated,  since  it  runs  counter  to  the  conventional  wisdom. 
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The  dangers  attendant  on  adoption  of  national  and/or  state  criteria 
or  hospital  bed  supply  that  in  hindsight  prove  to  have  been  "bad"  are 
evidenced  by  the  effects  of  Hill-Burton  standards  on  overbedding  nationally, 
and  by  the  particular  severe  overbedding  now  considered  to  exist  in  New  York 
State,  twelve  years  after  its  strong  certificate  of  need  program  was 
introduced.    One  of  our  case  studies  documents  the  dilemma  presented  to 
today's  regulators  and  planners  when  a  hospital  conscientiously  complied  with 
the  full  gamut  of  standards  and  conditions  imposed  by  their  predecessors, 
in  consequence  expanded  beyond  its  original  plan,  and  is  now  running  at 
very  low  occupancy.    Who  should  be  held  accountable?    Who  should  be 
pena  i zed?    (Brown,  1978a.) 

The  development  of  standards  and  criteria  to  guide  health  planning 
and  institutional  reviews  demands  careful  weighing  of  both  technical  and 
pol  tical  considerations,  and  explicit  recognition  of  their  interdependence. 
Rifts  in  federal,  state  and  HSA  relationships  are  bound  to  occur  if  criteria 
and  standards  are  developed  that  unduly  weight  any  one  of  the  P.L.  93-641 
goals  of  access,  quality  and  cost  containment  in  a  manner  that  fails  to 
riflect  societal  concerns.    It  is  at  the  HSA  level  where  push  would  come 
to  shove.    Called  upon  to  implement  stringent  federal  bed-to-population 
guidelines,  under  attack  by  physicians  and  consumers  threatened  with  loss 
of  accustomed  access  hospitals,  HSA  credibility  in  their  areas  would  be 
threatened.    Strict  state  bed  supply  standards  promulgated  by  regulations 
of  state  government  would  have  the  same  effect.    If  excluded  from  the 
criteria  development  process,  the  HSAs'  alternative  would  appear  to  be: 

-  To  conform  strictly  to  the  standards,  but  lay 
responsibility  for  them  on  the  state  (or  federal 
government)  -  removing  themselves  from  ensuing 
political  battles; 

-  To  assume  an  activist  role,  championing  local  consumers 
and  providers  in  seeking  changes  in  the  standards  and 
in  pressing  for  an  exception  process  that  allows  flex- 
ible adaptation  to  local  situations  -  building  local 
constituencies  but  risking  conflicts  with  DHEW  or 
state  policies; 

-  To  act  selectively,  taking  advantage  of  the  support  the 
standards  may  offer  to  move  the  local  providers  towards 
a  more  cost  effective  system,  while  at  the  same  time 
vigorously  contesting  those  that  may  be  counterproductive  - 
steering  a  middle  course. 

Any  one  of  these  alternatives  would  create  difficulties  for  all  parties 
concerned.    Thus,  a  process  for  developing  balanced  criteria  and  standards, 
and  for  applying  them  with  discretion,  appears  to  be  essential. 

Since  so  few  validated  criteria  and  quantitative  standards  yet  exist, 
the  selection  or  development  of  the  many  sets  that  P.L.  93-641  requires  to 
guide  its  reviewers'  decisions  will  primarily  reflect  the  judgment  and 
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and  opinions  of  the  designers.    The  key  questions  become:    Whose  values 
are  being  represented?    On  what  assumptions  will  the  criteria  be  based? 
Consequently,  the  choice  of  the  people  responsible  for  decisionmaking  in 
these  matters  becomes  crucially  important.    Resolution  of  the  issues  surround- 
ing need  for  and  distribution  of  any  one  kind  of  medical  program,  such  as  a 
burn  center  or  OB  service    -  or  any  single  new  kind  of  equipment,  such  as 
a  CT  scanner  -demands  clinical,  epidemiological economic,  and  planning 
expertise,  often  supplemented  by  informed  engineering,  architectural  and 
legal  opinion.    Consumers  may  also  want  a  voice.    To  the  extent  that  state 
agencies,  HSAs  and  providers  can  agree  on  the  selection  of  the  experts,  and 
can  jointly  participate  in  the  development  and  decision  making  process, 
their  subsequent  consensus  is  more  likely  to  be  secured.    As  regards  tertiary 
services  suitable  for  regional ization,  to  the  extent  that  objective  medical 
specialty  leadership  is  exercised  in  the  process,  the  standards  are  likely 
to  reflect  the  actual  state  of  the  art,  and  resistance  to  the  standards  by 
physicians  is  apt  to  be  minimized.    As  we  shall  see  shortly,  con- 
tributions from  rate  setting  bodies  can  be  especially  valuable  in  developing 
criteria  by  which  to  determine  the  financial  feasibility,  the  cost  impact  and 
reasonableness  of  the  cost  of  individual  proposals. 

One  obvious  pitfall  in  developing  criteria  through  a  consensus 
of  experts  is  the  time  it  takes,  particularly  when,  as  noted  in  Section  1,  so 
much  of  the  basic  data  required  for  any  purely  rational  construction  is 
largely  absent.    In  Rochester,  the  search  for  acceptable  criteria  by  which 
to  identify  a  particular  hospital  (or  hospitals)  for  OB  service  closings  was 
pursued  by  a  three  year  long  succession  of  special  committees  (Brown,  1978). 
Yet  short  cuts  through  standards,  developed  in  a  vacuum  by  technicians, 
are  almost  guaranteed  to  be  resisted. 


Identifying  Standards  at  the  State  Level 

Tradeoffs  need  to  be  made  between  the  dangers  of  poorly  based,  probably 
inacceptable  and  possibly  dangerous  standards,  and  the  time  it  may  take  to 
develop  good  ones.    Even  securing  local  acceptance  of  the  few  national 
standards  that  have  emerged  from  years  already  spent  in  careful  development, 
such  as  for  perinatal  care  regional ization  and  for  cardiac  services,  still 
takes  time.    The  Deputy  Commissioner  of  Health  of  the  New  Jersey  Department 
of  Health  recounts  the  history  of  how  perinatal  care  standards  (essentially 
those  developed  by  the  various  national  committees  of  specialists  )  finally 
came  to  be  adopted  in  his  state:* 

The  committee  that  was  first  charged  with  putting  together 
these  standards  was  set  up  during  the  previous  administration 
and  was  not  given  the  proper  guidance  in  regard  to  its  mission 
and  responsibilities.    In  essence,  the  committee  was  given  the 
mission  of  developing  guidelines,  and  had  staff  people  assigned 
to  it  to  act  in  a  secretarial  capacity.    As  a  result,  the 
process  was  almost  interminable  and  was  subsequently  rejected 
by  the  HCAB  (state  decision  making  body)  because  they  were 
only  guidelines  and  not  regulations  with  teeth.    The  Depart- 


*  Personal  communication  from  David  Wagner  to  K.  Bauer,  September  22,  1977. 
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ment  then  had  to  do  what  it  should  have  done  in  the  first 
place,  i.e.,  write  regulations  from  this  material. 

In  subsequent  regional ization  standards,  Department  staff 
wrote  the  regulations,  presented  them  to  a  committee  which 
understood  completely  that  its  mission  was  to  review  and 
comment  on  them  within  a  finite  period  of  time,  usually  two 
or  three  meetings.    Further,  the  Department  now  follows  the 
policy  of  obtaining  Hospital  Association  comments  before 
going  to  the  HCAB  so  that  conflicts  are  minimized.    As  a 
result,  other  regional ization  standards  have  moved  along  much 
more  rapidly  and  with  much  less  chaos. 

The  second  thing  to  be  learned  is  that  we  cannot  expect  Hospital 
Association  support  on  a  regulation  which  affects  all  hospitals. 
Since  it  must  broadly  represent  all  its  constituents,  it  can- 
not be  expected  to  supDort  a  regulation  which  will  have  a 
negative  impact  on  a  large  number  of  its  members. 

Another  problem  which  developed  with  these  perinatal  standards 
was  that  a  number  of  hospitals  appealed  to  their  elected 
representatives  to  "do  something."    Since  babies  are  an  issue 
everyone  thinks  they  understand,  they  "did  something"  

Our  other  statewide  regional ization  standards  affected  fewer 
hospitals  and  engendered  less  emotion.    Because  of  this  and 
because  the  economic  consequences  of  permitting  duplication 
were  so  severe,  the  Hospital    Association  was  in  a  better 
position  to  take  a  positive  posture  on  our  standards. 

Despite  the  length  of  time  it  takes  to  develop  any  set  of  standards 
and  incorporate  it  into  regulations,  the  New  Jersey  Department  of  Health  is 
aware  of  the  many  factors  in  the  environment  that  could  quickly  render 
obsolete  the  assumptions  and/or  data  on  which  it  rests.    Therefore,  each  such 
regulation  contains  a  provision  for  automatic  review  every  two  years. 

The  Massachusetts  SHPDA  has  adopted  an  elaborate  process  for  involving 
HSA  representatives,  the  rate  setting  program,  and  representatives  from 
provider  and  consumer  groups  in  the  development  of  resource  standards  and 
criteria  for  acute,  long  term  and  ambulatory  care.    It  is  a  two  tiered  system 
of  staff  and  committee  work,  culminating  in  decisionmaking  by  a  task  force  on 
which  the  six  HSAs  in  Massachusetts  have  a  majority  of  voting  membership. 
Their  final  product  is  a  position  paper  on  a  given  set  of  standards.  The 
paper  contains:    an  inventory  of  existing  services  and  facilities  of  the 
type  under  consideration;  projections  of  future  needs  and  demands;  manpower 
requirements;  and  specific  resource  allocation  standards  and  criteria. 
These  recommendations  flow  in  several  directions,  as  follows: 

-  through  the  Department  of  Public  Health's  regulatory  process 
to  be  drafted  as  regulations  for  submission  to  the  Public 
Health  Council  (the  state's  decision  making  body  on  Public 
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Health  regulations  and  on  certificate  of  need  proposals).; 

-  through  each  HSA,  to  assist  in  project  reviews  and  to  be 
considered  in  drafting  the  appropriate  Health  Systems  Plan 
component; 

-  to  the  SHCC  for  consideration  in  relation  to  the  appropriate 
State  Health  Plan  component; 

-  to  the  state's  Health  Policy  Group  so  that  other  state  agencies 
are  informed  of  the  recommendations. 

Before  work  is    begun,  a  date  is  set  by  which  the  position  paper  is  required, 
establishing  the  time  frame  for  the  work  program.    The  SHPDA's  Office  of 
State  Health  Planning  (OSHP)  coordinates  the  effort    through  the  committee 
structure  depicted  in  Exhibit  III.  A  staff  work  group  including  OSHP  staff, 
as  well  as  representatives  from  HSAs  and  other  state  agencies,  develops  a 
draft  of  the  position  paper.    It  may  request  assistance  in  the  process  from 
members  of  a  technical  advisory  group,  consisting  of  health  professionals 
(physicians,  hospital  administrators,  academics,  etc.)  selected  on  the  basis 
of  recommendations  from  the  HSAs  and  the  State.    In  any  event,  this  advisory 
group  receives  the  draft  position  paper  for  review  and  comment. 

Decision  making  on  the  final  position  paper  is  the  exclusive  prerog- 
ative of  the  Task  Force.    Typically,  it  consists  of  representatives  from: 

-  the  boards  and  staff  of  the  six  HSAs,  including  consumer  and 
provider  representatives  as  deemed  appropriate  by  the  HSAs; 

-  representatives  of  the  SHPDA  (both  planning  and  certificate 
of  need  staff),  the  Rate  Setting  Commission,  the  Department 
of  Public  Welfare  and  other  state  agencies  as  appropriate; 

-  the  Massachusetts  Hospital  and  Nursing  Home  Associations; 

-  the  Massachusetts  Medical  Society; 

-  Blue  Cross 

-statewide  consumer  groups. 

Although  all  members  of  the  Task  Force  actively  participate  in  the  development 
and  discussion  of  the  standards  and  criteria,  only  the  HSA  and  Office  of 
State  Health  Planning  members  can  vote.    The  task  force's  position  is  then 
subject  to  state  and  regional  public  hearings,  before  adoption  as  regulation 
by  the  Public  Health  Council. 

Since  in  both  New  Jersey  and  Massachusetts  statewide  criteria  and 
standards  have  been  developed  before  the  HSA  plans  have  been  received  or  the 
state  plans  constructed,  the  future  relation  of  the  criteria  to  the  plans 
remains  to  be  seen.    In  Massachusetts,  an  iterative  relationship  is  sought. 
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EXHIBIT  III.  PROCESS  FOR  DEVELOPING  RESOURCE  SUPPLY  STANDARDS  IN  MASSACHUSETTS 
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A  memorandum  from  the  OSHP  expressed  it  this  way  (Massachusetts  Office 
of  State  Health  Planning,  1977): 

The  (state  health)  plan  will  be  a  resource  allocation 

document  with  suggested  directions  for  public  and  private 

sector  actions.    To  the  extent  that  the  plan  fulfills  these 

purposes,  it  will  shift  the  negotiations  presently  involved 

in  particular  (certificate  of  need)  decisions  to  a  regional 

and  statewide  level  and  to  a  longer  time  frame.    The  merits 

of  an  application  will  be  viewed  in  the  context  of  long 

range  goals  and  objectives  on  which  the  HSAs,  the  state  and  other 

groups  have  agreed. 

These  standards  will  assure  that  there  is  common  agreement 
among  planners  and  regulators  so  that  Public  Health  Council 
(certificate  of  need)  decisions  are  consistent.    All  standards 
cannot  await  the  development  of  a  truly  comprehensive  health 
plan.    (Standards  development  provides)  a  direct  link  to 

the  plan         in  terms  of  baseline  data,  issues,  etc.  There 

is  also  a  conceptual  and  programmatic  link  For  example, 

neonatal  intensive  care  standards  will  speak  to  the  allocation 
of  these  resources.    However,  a  plan  for  maternal  and  infant 
care  will  be  far  broader  than  the  neonatal  standard  and 
include  issues  of  continuity  of  care  and  linkage  with  a  net- 
work of  preventive,  ambulatory,  long  term  and  other  services. 

In  New  York  State,  although  HSAs  are  represented  on  acute  care,  long 
term  care, and  ambulatory  care  task  forces  similar  to  those  in  Massachusetts, 
progress  in  reaching  agreement  has  been  slower.    At  least  some  of  the  HSAs 
appear  to  believe  that  it  would  be  better  to  await  adoption  of  the  HSPs  and 
state  health  plan    before  incorporating  standards  into  the  state  regulatory 
code.    Meanwhile,  work  proceeds  in  reaching  consensus  at  least  on  the 
descriptors  of  common  criteria  that  might  eventually  be  developed.    In  the 
interim,  the  state  and  the  HSAs  employ  their  own  decision  rules  to  guide 
their  project  reviews. 


Criteria  Development  by  HSAs 

In  some  states,  HSAs  are  taking  the  lead  in  developing  review  criteria, 
securing  technical  assistance  from  the  state  as  necessary.    The  problem  then 
becomes  how  to  secure  compatibility  among  the  HSAs.    In  Connecticut,  a  small 
densely  populated  and  relatively  homogeneous  state,  such  compatibility  is 
very  important;  continuing  inter-HSA  communications  are  designed  to  forestall 
inadvertent  divergences.    In  Arizona,  on  the  other  hand,  marked  differences 
in  the  character  of  the  institutional  service  systems  between  the  metropolitan 
and  sparsely  settled  areas  of  the  state  call  for  very  different  types  of 
review  criteria,  and,  in  any  event  the  large  land  area  makes  travel  to  frequent 
meetings  diffficult. 
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Parallel  Development  of  Criteria  by  SHPDA  and  HSA 


SHPDAs  and  HSAs  sometimes  each  develop  independent  criteria  for 
the  same  service,  even  though  they  may  consult  with  each  other  and  keep  each 
other  informed.    This  appears  to  be  the  case  in  New  York  State  and,  in 
certain  instances,  in  most  states.    Then  the  questions  becomes,  can  they 
work  out  successful  compromises?    Our  project's  case  study  of  the  development 
of  CT  scanning  policy  in  Massachusetts  describes  the  rationale  for  the 
Boston  HSA  and  SHPDA  standard  development  efforts  and  the  laborious  efforts 
to  accommodate  their  different  organizational  goals.    (Sweet! and,  Altman, 
Motter,  1978) 


Participation  of  Rate  Setting  in  Criteria  Development 

The  identification  of  criteria  to  support  the  general  considerations 
of  financial  feasibility  of  proposals  and  their  short  and  long  run  impact 
on  costs  is  particularly  difficult  for  SHPDAs  and  HSAs  since  for  the  most 
part,  they  are  inexperienced  in  the  analysis  of  cost  data.    Thus,  not  only 
in  Massachusetts  but  in  several  other  states  with  rate  setting  programs,  the 
participation  of  rate  setting  staff  in  developing  such  criteria  is  being 
actively  sought. 

The  distinction  between  "financial  feasibility"  and  "cost  impact" 
considerations  is  important.    The  former  assures  the  reviewer  of  the 
applicant's  ability  to  secure  the  wherewithal  to  carry  out  the  intended 
project;  the  latter  seeks  to  predict  the  effects  of  the  project  on  costs 
that  the  public  will  have  to  ultimately  bear. 

Various  criteria  to  establish  financial  feasibility  have  long  been 
employed  by  banks,  bonding  authorities  and  certificate  of  need  programs  to 
guide  their  decisions.    Section  1122  approvals  are  usually  one  of  the  elements 
of  the  equation,  since  they  affect  future  Medicare  and  Medicaid  reimbursement. 
Similarly,  in  most  areas  of  the  country,  certificate  of  need  approvals 
figure  into  the  equation  by  virtue  of  Blue  Cross  contract  conformance 
provisions  and  rate  setting  conformance  requirements.    If  the  1977  Carter 
proposal  becomes  law,  the  applicant  institution  would  also  have  to  show  that 
the  costs  of  the  proposed  program  could  be  supported  within  whatever  limits 
of  increased  annual  revenue  are  set  by  law. 

Criteria  to  govern  decisions  on  what  is  an  appropriate  level  of  cost 
impact  from  a  new  institutional  service  are  almost  impossible  to  establish 
in  the  absence  of  a  budgetary  framework  for  health  care  expenditures  for  a 
region  or  state.    Without  this,  the  question  inevitably  becomes  a  value 
judgment  on  how  much  is  too  much. 

Nevertheless,  the  kinds  of  analysis  and  information  rate  setting 
staff  can  bring  to  questions  of  criteria  development  cannot  help  but  be 
useful.    In  both  New  Jersey  and  Massachusetts  their  participation  has  been 
active.    In  Massachusetts,  besides  work  on  the  acute,  long  term  and  ambulatory 
care  standards  described  earlier,  rate  setting  staff  is  working  with  planners, 
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HSAs,  the  Massachusetts  Hospital  Association  and  other  groups  as  relevant 

to  develop  financial  standards  for  neonatal  intensive  care  units,  laboratories, 

and  psychiatric  care. 


Planner  Participation  in  Developing  Rate  Setting  Criteria  

Up  to  the  present  time,  rate  setting  programs  have  rarely  solicited 
the  cooperation  of  state  planning  bodies  or  HSAs  as  they  drew  up  their  own 
criteria  for  budget  reviews.    Nor  do  their  enabling  laws  require  comment 
on  their  criteria  from  planning  agencies,  even  those  that  concern  rates  for 
new  services.    However,  the  Washington  State  Hospital  Commission  worked 
with  staff  from  the  state  planning  agency  during  the  initial  development 
of  its  review  procedures  and  criteria.     The  system  of  hospital  classifica- 
tions that  underlies  the  program's  comparative  cost    analyses  reflects  the 
planning  perspective  in  that,  alone  among  rate  setting  programs,  it 
systematically  accounts  for  differences  in  the  characteristics  of  populations 
in  different  hospital  service  areas. 

In  Massachusetts,  both  state  health  Dlanners  and  HSAs  can  have 
input  into  rate  setting  policies.    Not  only  is  there  top  level  SHPDA 
representation  on  the  Rate  Setting  Advisory  Board,  as  previously  noted,  but 
HSAs  are  represented  on  the  Hospital  Review  Board  within  the  Rate  Setting 
Commission . 

The  HSAs  in  New  York  State,  as  we  saw  in  Section  3,  are  seeking  to 
gain  a  voice  in  state  rate  policies.    The  New  York  City  HSA  Board  has  estab- 
lished a  Reimbursement  Committee  to  study  the  issues  involved  in  the  relations 
between  rate  setting,  planning  and  project  review. 


Application  of  Standards  to  Recommendations  for  Project  Reviews  and  Hospital 
CI os  i ngs 

The  real  test  of  the  utility  of  criteria  and  standards  comes  when 
HSAs  and  state  reviewers  attempt  to  apply  them.    In  virtually  all  the  cases 
we  studied  where  standards  were  looked  to  by  reviewers  as  an  aid  to  their 
decisionmaking,    either  technical  flaws  in  the  standards,  deriving  from 
challengeable  assumptions  or  poor  data,  and/or  some  unique  extraneous  factor  of 
the  particular  situation,  seriously  interfered  with  their  utility.  (Evans, 
1978;  Brown,  1978a-b;  Sweetland,  Altman,  Motter,  1978).    Sometimes  standards 
were  too  broad  (e.g.  special  clinical  considerations  for  cardiac  diagnostic 
services  for  CT  scans  to  pediatric  patients  had  been  overlooked);  sometimes 
they  were  too  narrow    (e.g.  cost  analyses  proved  incapable  of  anticipating 
the  impact  of  engineering  changes  that  would  substantially  alter  costs  of 
newly  innovated  expensive  equipment).    Often,  legitimate  questions  could  be 
raised  as  to  assumptions  in  the  nominator    e.g.  lack  of  standard- 
ized definitions  of  terms  such  as  "clinic  visits,"  "scans,"  etc.);  often 
legitimate  questions  could  be  raised  about  the  denominator  (e.g.,  intercensal 
population  changes).    "Extraneous"  factors  included  questions  such  as  the 
suitability  of  a  Catholic  hospital,  where  tubal  ligations  were  an  issue,  to 
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be  a  referral  center  for  perinatal  regional ization,  and  a  state  governor's 
visit  to  a  hospital  slated  for  service  closing  during  which  he  personally 
and  specifically  assured  the  institution  that  the  state  would  not  enforce 
application  of  the  standards  chosen  by  the  HSA  to  enforce  it. 

The  other  major  problem  in  applying  standards  to  individual  situations 
or  classes  of  situations  concerns  the  observance  of  due  process.  Legal 
challenges,  especially  in  New  York,  have  resulted  in  long  delays  and/or 
reversals. 

Despite  these  many  difficulties,  however,  the  process  of  developing 
standards  at  the  state  and  HSA  levels  and,  later,  of  debating  their 
applicability  in  specific  situations  served  a  variety  of  useful  purposes. 
It  improved  the  data  base,  it  clarified  the  points  at  issue  between 
providers  and  planners,  and  between  state  and  HSA  representatives,  it 
increased  the  level  of  mutual  understanding  and,  for  the  most  part,  it  served 
as  a  vehicle  for  reaching  ultimate  consensus.    In  short,  despite  their  many 
weaknesses,  standards  and  criteria  appear  to  provide  an  indispensible 
focus  not  only  for  specific  reviews  but  also  for  inter-agency  communications. 
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SECTION  5.    SHARED  ACTIVITIES  FOR  SECURING  INFORMATION  FOR  REVIEWERS 


Lack  of  good  information,  and  the  data  with  which  to  construct  it, 
handicaps  planning  and  regulatory  efforts  alike.    Because  poor  information 
results  in  poor  regulatory  decisions,  providers,  too,  have  incentives  for 
improving  it.    Thus,  all  parties  can  benefit  from  shared  activity  that  will 
improve  the  accessibility  of  compatible  data  of  reliable  quality. 

Shared  efforts  can  concern: 

-identifying  commonly  needed  data  and  their  sources; 

-developing  plans  and  agreements  for  common  collection  or 
routine  sharing  of  data; 

-making  arrangements  for  managing  and  distributing  the 
data; 

-making  arrangements  for  routine  analysis  and  special 
studies . 

To  review  individual  applications  for  new  institutional  health 
services,  and  in  the  future,  to  conduct  appropriateness  reviews  according 
to  the  various  considerations  spelled  out  in  P.L.  93-641,  require  access_ 
to  a  voluminous  store  of  data  of  two  kinds:  those  that  describe  the  appli- 
cant institution,  and  those  that  describe  the  population  and  health  system 
of  its  service  area. 

Some  of  the  data  are  supplied  by  the  institutions  directly  to  the 
reviewers  in  the  application  accompanying  its  proposal  and  through  its 
required  periodic  reports.    Other  data  that  the  reviewers  need  derive 
from  a  variety  of  sources,  including  their  own  agencies'  plan  development 
units,  the  Federal/State  Cooperative  Health  Statistics  System  (CHSS)  of  the 
National  Center  for  Health  Statistics,  PSROs,  state  and  regional  planning 
agencies,  third  party  payers,  and  in  the  eleven  states  where  they  exist, 
rate  setting  bodies. 


Identifying  Data  Needs 

Regular  meetings  of  HSA  staff  representatives  most  concerned  in  data 
analysis  with  their  counterparts  in  the  SHPDA  provide  a  useful  mechanism  for 
identifying  fruitful  areas  for  common  efforts  in  securing  information.  In 
some  states  in  our  study,  notably  Massachusetts  and  New  Jersey,  the  informa- 
tion capability  at  state  level  is  particularly  strong.    Here,  the  HSA's 
problem  may  lie  in  defining  their  needs  as  precisely  as  possible. 

When  the  state  information  capability  is  relatively  weak,  as  in 
Connecticut,  where  federal  funding  has  been  insufficient  to  support  com- 
ponents of  the  Cooperative  Health  Statistics  System,  as  an  outgrowth 
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of  identifying  data  that  all  need  for  addressing  some  particular  aspect 
of  health  care,  the  planning  agency  staffs  may  decide  on  cooperative  action 
to  directly  secure  them.    For  example,  Connecticut's  SHPDA  agreed  to  pay 
one  of  the  HSAs,  which  has  a  strong  statistical  staff  and  a  computer  terminal, 
to  produce  mortality  data  and  population  estimates  for  existing  years  for 
every  town  in  the  state. 


Plans  and  Agreements  for  Common  Collection  or  Routine  Sharing  of  Data 

The  Planning  Act  wisely  guarded  against  the  possibility  that  review 
agencies  might  commit  too  large  a  proportion  of  their  resources  to  primary 
data  collection.    Such  collection  is  explicitly  forbidden  when  the  data 
are  available  from  another  source.    Federal  regulations  permit  SHPDAs  and 
HSAs  to  work  out  arrangements  for  sharing  project  review  applications  and 
supporting  data  submitted  by  the  applicant  institution.    The  same  holds 
true  for  the  institution's  required  submissions  of  long-range  plans,  and 
for  their  required  periodic  reports  on  approved  projects.    Examples  of 
such  arrangements  will  be  considered  in  turn.    First,  however,  note  must 
be  made  of  the  omnipresent"  necessity  of  agreement  on  commonly  defined 
categories  and  definitions  of  terms --a  requirement  that  pertains  to  every 
type  of  required  submission  of  data  by  institutions. 

The  problem  comes  in  achieving  compatibility  with  the  hospital  and 
nursing  home  descriptors  and  utilization,  cost,  and  patient  data  items 
that  are  already  being  employed  by  different  agencies  of  state  government, 
particularly  the  rate  setting  body  and  licensing  agency.    If  individual 
applications  are  to  be  reviewed  in  a  comparative  perspective,  compatibility 
of  categories,  definitions  of  services,  etc.,  is  essential.    Unless  they 
have  reached  advance  agreement,  when  these  agencies  later  trv  to  compare 
their  reports  and  apply  their  respective  criteria,  thev  mav 
only  meet  with  frustration.    On  even  so  basic  a  measure  as  bed 
complement,  for  example,  the  same  hospital  may  report  to  one  agency  that 
it  has  210  beds  and  to  the  other  that  it  has  240.    One  has  asked  for 
"number  of  beds  in  active  service,"  the  other,  for  the  "number  of  licensed 
beds."    Other  examples  are  legion. 

Choosing  the  most  appropriate  categories  and  definitions  in  requesting 
data  submissions  poses  problems.    National  models  are  preferable,  such  as 
defined  in  the  uniform  data  sets  of  the  Cooperative  Health  Statistics 
System,    However,  for  many  items,  long  standing  differences  in  the  reporting 
requirements  of  national  statistical  reporting  systems  too,  are  yet  to  be 
resolved.    The  question  is  best  addressed  by  considering  the  particular 
range  of  local  uses  to  which  the  CON  application  (and  other  common  forms) 
will  be  put  in  addition  to  those  of  the  project  review  itself,  e.g.,  by 
rate  setting  bodies  and  third  party  payers  as  they  come  to  set  rates  for 
an  approved  new  service,  for  project  cost  monitoring,  etc. 

Given  the  importance  of  the  cost  containment  objectives  and  the  wealth 
of  cost  and  related  data  that  rate  setting  agencies  can  make  available  to 
planners  and  to  other  state  regulators,  there  is  much  to  be  said  for,  in 
the  future,  adopting  the  uniform  accounting  and  reporting  system  definitions 
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currently  being  developed  under  the  authority  of  Section  1533  (d).  If 
institutions  project  the  costs,  staffing  and  utilization  of  their  proposed 
programs  in  these  terms,  shared  activity  in  subsequent  monitoring  and 
enforcement  will  be  facilitated. 


Sharing  Design  of  the  CON  Application  Form 

There  are  obvious  advantages  to  an  application  form  that  will  meet 
both  the  HSA's  and  state  reviewing  agency's  needs.    If  the  state  rate 
setting  program  also  participates  in  the  design,  as  is  the  case  in 
Massachusetts,  questions  can  be  included  of  a  nature  and  in  a  format 
that  will  aid  both  the  economic  analysis  that  the  parties  may  request 
from  this  agency,  and,  when  projects  are  approved,  their  monitoring. 
Industry  participation  in  such  activities  is,  of  course,  essential  to 
assure  feasibility  of  implementation. 

The  process  of  designing  the  form  itself,  as  with  the  process  of 
developing  criteria  and  standards,  is  likely  to  cut  down  the  future  mis- 
understandings among  the  reviewers.    Reconciling  their  different  views  on 
the  relative  importance  of  particular  questions  on  the  major  common 
elements  of  application  requirements  for  different  types  of  review  -  new 
facilities,  new  medical  programs,  major  equipment  additions,  etc., 
inevitably  broadens  each  party's  understanding  of  the  position  that  the 
other  party  is  coming  from. 

Rate  setting  programs  arp  usually  interested  in  participating  in  the 
design  of  CON  forms.    The  full  financial  implications  of  most  certificate 
of  need  applications  may  only  become  clear  when  projects  approved  years 
earlier  are  completed  and  the  hospitals  ask  to  have  the  associated  new  costs 
reflected  in  their  rates  to  be  approved.    Specific  problems  include: 

-cost  overruns; 

-financing  packages  which  differ  from  those  presented 
in  the  CON  application  with  respect  to  rate  of  interest,  etc.; 

-buildings  which,  when  completed,  differ  substantially  from 
the  project  as  approved  (number  of  floors,  square  feet,  etc.); 

-utilization  levels  which  differ  significantly  from  those 
projected  in  the  CON  application. 

An  additional  problem  is  sometimes  created  for  rate  setters  when  the 
certificate  of  need  approving  body  places  conditions  on  the  institution 
which  appear  to  be  unenforceable. 

Again,  the  Massachusetts  experience  in  addressing  these  problems 
through  joint  rate  setting  and  certificate  of  need  staff  activity  is 
instructive.    The  certificate  of  need  application  form  is  currently 
being  redesigned;    it  is  described  as  follows  (DHEW  Health  Insurance 
Studies,  1977;: 
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The  new  forms  will  specifically  address  the  need  to  coordin- 
ate the  (certificate  of  need)  process  and  the  HSAs,  the 
state's,  and  the  hospitals'  Five  Year  Plans.    In  addition, 
with  the  help  of  staff  from  the  Rate  Setting  Commission, 
new  financial  reporting  requirements  will  be  designed. 
These  requirements  will  be  studied  to  obtain  better  infor- 
mation about  the  operating  costs  associated  with  projects 
and  to  indicate  in  a  more  comprehensive  way  the  incremental 
effects  of  (certificate  of  need)  projects  on  the  overall 
institution.    It  is  intended  that  the  revised  forms  will 
require  applicants  to  project  costs  and  statistics  according 
to  the  Rate  Setting  Commission's  Uniform  Reporting  Manual, 
thereby  assuring  comparability  of  the  data  used  for  planning 
and  regulation. 

This   interagency  activity  to  reconstitute  the  certificate  of  need  form  is 
seen  as  an  important  cost  control  effort  because  the  new  requirements  will 
be  designed  to  encourage  multi-institutional  planning  through  explicit 
questions  about  project  alternatives.    The  improved  cost  reporting  will, 
it  is  hoped,  greatly  enhance  the  analysts'  ability  to  assess  the  full 
effects,  both  in  costs  and  services,  of  proposed  capital  expenditures. 
In  addition,  the  accuracy  of  predictions  of  upcoming  changes  in  medical 
costs  should  be  improved. 


The  Hospitals'  Long  Range  Plans 

As  noted  earlier,  P.L.  93-641 's  requirement  that  hospitals  annually 
submit  their  long  range  institutional  plans  offers  HSAs,  SHPDAs,  and  the 
hospital  industry  a  welcome  new  opportunity  for  anticipatory  rather  than 
merely  reactive  activities  in  moves  to  reduce  duplication  of  effort  and 
resources.    However,  experience  with  a  similar  preexisting  requirement  in 
the  P.L.  92-603  amendments  to  the  Social  Security  Act    demonstrated  that 
unless  some  common  format  and  process  are  required,  such  plan  submissions 
are  likely  to  remain  unread  and  unanalyzed  (Rowland,  1976). 

Efforts  to  develop  usable  long  range  plans  in  Rhode  Island  and  in  New 
Jersey  demonstrated  both  their  potential,  and  the -difficulties  involved  in 
realizing  this  potential.     While  the  first  New  Jersey  plans,  submitted  in 
1976,  are  believed  to  have  stimulated  many  hospitals  to  think  about  their 
future  in  a  more  systematic  way,  initial  experience  with  analyzing  the  data 
from  them  indicated  areas  where  improvements  in  format  might  be  useful. 
(Mandell,  1977  a,b). 

Thus,  building  on  the  Rhode  Island  and  New  Jersey  experience,  a  five 
year  plan  format  and  terminology  were  developed  in  Massachusetts  through  the 
cooperative  efforts  of  the  Office  of  State  Health  Planning,  the  Rate  Setting 
Commission,  the  certificate  of  need  staff,  the  Health  Systems  Agencies, 
the  Massachusetts  Hospital  Association,  and  the  Boston  University  Center 
for  Health  Planning.     These  parties  looked  to  the  new  plans  to  be  used 
by  the  HSAs  in  developing  their  Health  Systems  Plans  and  Annual 
Implementation  Plans,  by  the  SHPDA  in  the  development  of  the  State  Health 
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Plan,  by  the  Rate  Setting  Commission  in  refining  its  charge  control 
system,  and  by  hospitals  for  developing  consortia  that  would  encourage 
hospitals  to  plan  together  and  focus  on  community  needs  set  out  in  the 
health  plans.    A  description  by  the  Department  of  Public  Health  (the 
SHPDA)  states: 

It  is  anticipated  that  the  resulting  multi-institutional 
linkages  will  act  to  increase  efficiency  and  reduce  capacity. 
Institutional  long  range  planning  offers  a  prospective  process 
for  hospitals  to  work  together  in  redirecting  the  flow  of 
health  expenditures  by  attempting  to  allocate  resources 
toward  community  needs  which  may  emphasize,  for  example, 

ambulatory  as  opposed  to  inpatient  services  efforts 

may  also  result  in  reducing  duplication;  phasing  out 
underutilized  units  (e.g . .pediatrics  or  materni ty) ;  and 
fostering  more  active  medical  practice  through  increased 
patient  volume. 

The  format  of  the  Massachusetts  plan  illustrates  the  advantages  of 
interagency    cooperation  in  design  of  a  data  collection  instrument.    As  one 
example,  tne  long  range  plan  now  incorporates  a  three  year  capital 
expenditures  plan  that  the  Rate  Setting  Commission  had  already  required, 
thus  obviating  the  necessity  of  hospitals  having  to  submit  the  same  kinds 
of  information  to  two  agencies.  By  the  same  token,  it  assures  that  defini- 
tions of  costs  and  the  reporting  period  will  be  the  same  as  are  used 
in  the  hospitals'  cost  and  budget  reports  to  the  Commission.    Because  no 
certificate  of  need  application  will  be  considered  that  has  not  been  included 
in  the  hospital's  long  range  plan,  the  desired  early  warning  system  will 
have  been  introduced. 

To  enhance  the  use  of  the  plans,  the  information  requested  is 
structured  in  a  manner  to  enable  comparative  analysis.    In  early  drafts, 
there  had  been  a  heavy  emphasis  on  a  computerized  format.  As 
finally  adopted,  however,  the  plan  report  form  calls  for  a  combination  of 
responses  to  focused  sets  of  narrative  questions  plus  a  computerized  format 
to  project  volumes  and  costs  for  each  cost  center  within  the  institution.* 

The  major  categories  of  the  Massachusetts  plan  format  are:  a)  a 
description  of  the  institution's  planning  process;  b)  statement  of  mission; 
c)  statement  of  major  goals  in  priority  order,  as  they  relate  to  P.L.  93- 
641  goals  and  priorities,  and  the  resources  that  are  reauired  to  achieve 
them;  d)  description  of  physical  plant,  including  building  deficiencies,  to 
determine  how  these  needs  will  affect  future  capital  expenditures;  e)  certif- 
icate of  need  reports  on  each  application  that  is 

-  granted  but  not  completed 

-  submitted  but  not  yet  acted  on 

-  anticipated  but  not  yet  submitted 


*  The  feasibility  of  this  latter  section  is  currently  being  tested.  Because 
of  its  heavy  demands  on  institutions'  time,  this  part  of  this  report  will  be 
phased  separately,  to  coincide  with  the  normal  period  for  hospital  budgeting. 
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and,  f),  the  cost  center  report. 


The  obvious  danger,  of  course,  is  that  hospitals  will  simply  use 
their  five  year  plans  as  wish  lists.    As  one  hospital  planner  at  our 
project  conference  noted: 

One  of  the  assumptions  of  the  plan  is  that  hospitals 
have  the  same  goals  as  planners  and  regulators.    This  is  a 
myth.    Our  mission  is  to  survive.    We  did  not  want  to  be 
left  behind  other  hospitals  in  their  capital  requests,  so 
of  course  we  put  down  every  piece  of  big  equipment  or  new 
service  we  could  ever  conceivably  wish  to  develop.  All 
hospitals  responded  in  the  same  way,  not  just  teaching 
hospitals.    The  laundry  lists  were  a  protective  measure. 
I  would  hate  to  see  the  aggregate  of  the  costs  repre- 
sented in  those  plans. 

Clayton  Mederios ,  a  SHPDA  planner,  replied: 

We  can  live  with  wish  lists  for  a  while.    When  we  aggregate 
the  projected  costs  by  HSA  region  and  statewide,  the 
hospitals,  like  everyone  else,  will  see  how  preposterous  they 
are.    The  main  thing  is  that  communication  among  hospitals 
on  a  reasonable  basis  is  enhanced.    Everyone  now  has  some 
sense  of  what  everyone  else  is  doing.    Mergers  and  service 
integration  come  out  in  the  open,  as  do  the  implications 
of  regional ization.    High  priority  policy  projects  are 
identified  early,  and  negotiation  among  HSAs,  SHPDA  and  the 
Rate  Setting  Commission  gets  a  head  start.  Communication 
within  institutions  also  increases  as  individual  departments 
attempt  to  coordinate  with  each  other. 

Once  again,  the  reader  is  left  to  discover  the  actual  utility  of 
these  plans  in  the  years  to  come.    Reports  from  New  Jersey  indicate  that  it 
may  be  several  years  before  full  use  of  the  plans  can  be  made  by  the  HSAs. 
At  present,  they  are  scrutinized  in  association  with  individual  project 
reviews.    The  plans  of  neighboring  hospitals  in  the  service  area  where  an 
institution  is  applying  for  a  CON  are  analyzed,  as  well  as  the  applicant's 
own  plan,  to  detect  possibilities  of  future  overlap  and  opportunities 
for  encouraging  shared  ventures.    However,  few  aggregations  have  as  yet 
been  made  to  show  the  total  cost  impact  of  proposed  plans  across  states 
and  HSA  areas  and  subareas.    In  the  end,  such  aggregations  should  provide  power- 
ful stimuli  for  systemwide  planning  at  all  levels.    For  example,  in  one  New 
Jersey  HSA  where,  in  response  to  a  growing  population,  the  planners  had 
identified  a  need  for  some  65  new  beds  by  1982,  four  hospitals  were  proposing 
in  their  plans  to  build  over  300  new  beds. 

At  the  least,  our  informants  in  both  Massachusetts  and  New  Jersey  report 
that  the  process  of  developing  the  common  format  has  demonstrated  the 
ability  of  planners,  regulators  and  hospitals  to  work  through  a  demanding 
problem  in  a  fashion  that  seems  to  promise  benefits  to  all. 
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Periodic  Reports  on  Approved  Projects 


P.L.  93-641  requires  that  hospitals  submit  periodic  reports  to 
describe  the  status  of  their  approved  projects.    This  offers  another 
opportunity  for  pooling  of  resources  between  HSAs  and  SHPDA,  and  with  rate 
setting  programs.    Rate  setting  programs  frequently  require  quarterly 
or  semiannual  reports  from  hospitals  to  monitor  current  admissions,  occupancy 
and  costs.    If  the  HSAs  and  SHPDA  could  add  to  these  report  forms  the  few 
questions  they  need  answered  about  progress  on  newly  approved  projects,  the 
establishment  of  a  separate  reporting  system  could  be  avoided.    Rate  programs 
would  be  likely  to  cooperate  since  they  have  an  independent  interest  in 
securing  this  information. 

The  hospitals'  long  range  plans  can  also  serve  as  a  vehicle  for 

securing  the  required  reports.    As  we  noted  above,  the  Massachusetts  form 

includes  a  certificate  of  need  category  that  calls  for  information  on  the 
current  status  of  already  approved  projects. 


Information  From  Health  Plans  and  From  Other  Agencies 

The  Planning  Act  requires  that  reviewers  consider  the  "relationship 
of  the  services  proposed  to  be  provided  to  the  existing  health  care  system 
of  the  area  in  which  such  services  are  proposed  to  be  provided"  and  that 
they  make  findings  on  inpatient  facility  proposals  as  to  alternative 
services  and  patients'  access  to  care.    To  comply  demands  that  they  be  able 
to  tap  a  full  array  of  information  about  the  applicant  institution's  service 
area.    While  the  burden  of  proof  in  reviews  will  usually  be  on  the  applicant, 
the  reviewers  must  be  prepared  to  evaluate  and  if  necessary  to  challenge  its 
claims  on  the  basis  of  their  own  statewide,  HSA  and  subarea  information. 
Furthermore,  to  the  extent  that  proactive  health  planning  and  prereview 
activities  are  to  be  pursued  by  HSAs,  systemwide  information  must  provide 
the  context. 

Thus  the  more  general  problem,  confronting  plan  developers  and 
project  reviewers  alike,  has  to  do  with  the  ability  of  HSAs  and  SHPDAs  to 
obtain  from  various  primary  collectors  the  many  different  types  of  data 
they  require,  i.e.,  demographic,  cost,  health  resources,  health  manpower, 
ambulatory  care  services,  hospital  patient  data,  and  health  status  indicators 
and  how  to  use  the  data  effectively.    From  the  economic  regulators'  point 
of  view  -  Doth  certificate  of  need  and  rate  setting  -  the  problem  of  matching 
hospital  cost,  resource,  and  patient  case  utilization  data  is  crucial  if 
differences  in  payment  are  to  adequately  reflect  differences  in  inputs  and 
product. 

In  general,  of  course,  project  reviewers  require  the  same  types  of 
population  based  information  as  do  planners    -  if  their  reviews  are  to  be 
conducted  within  a  systemwide  context  related  to  these  plans.    For  example, 
the  reviewers  will  use  the  hospital  service  area  descriptions,  maps  and 
travel  time  analyses  developed  to  plan  the  delivery  of  specialty  services 
through  networks  of  primary,  secondary  and  tertiary  institutions  to  inform 
their  decisions  on  new  institutional  services  of  these  kinds. 
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Two  major  sources  of  frequently  needed  information  already  being 
collected  for  planning,  cost  containment,  or  reimbursement  purposes  are,  first, 
hospital  patient  data  and,  second,  hospital  cost  and  budget  reports. 

Securing  Hospital  Patient  Data 

The  reports  that  project  reviewers  require  to  show  casemix  and 
intensity  of  care  differences  among  hospitals,  and  differences  in  the  kinds 
of  patients  they  care  for,  can  best  be  derived  from  abstracts  of  patients' 
records  after  discharge.    The  Uniform  Hospital  Discharge  Data  Set  (UHDDS), 
adopted  by  DHEW  for  use  in  the  PSRO  information  system,  assures  standard 
reporting  nationwide  for  patients  paid  for  under  federal  programs.  Many 
voluntary  data  systems  (PAS)  and  Blue  Cross  plans  have  for  years  collected 
patient  data  according  to  the  UHDDS  specifications,  but  coverage  has  been 
spotty.    Butler  (1977:  75?  declares: 

Data  routinely  collected  by  PSROs  for  their  own  purposes 
provide  a  source  of  information  on  medical  problems  in  the 
community,  where  patients  come  from,  and  the  use  of  medical 
services  that  is  not  available  elsewhere.    Such  information 
is  essential  if  HSAs  are  to  make  good  decisions  on  the 
need  for  facilities  and  services. 

Similarly,  the  new  proposed  DHEW  standards  for  general  hospital 
beds  and  services  make  it  essential  that  patient  origin  data  be  routinely 
collected  and  analyzed  to  account  for  inflows  of  patients  from  other 
hospital  service  areas  or  jurisdictions,  and  outflows  to  them.    Such  data 
are  essential  to  perform  the  travel  time  analyses  that  rural  hospitals  must 
submit  to  justify  exceptions  under  the  standards. 

To  date,  few  planning  agencies  have  been  successful  in  persuading 
PSROs  to  give  them  reports  of  these  kinds.    However,  a  recent  joint  policy 
statement  by  the  Health  Standards  and  Quality  Bureau  in  the  Health  Care 
Financing  Administration  and  the  Bureau  of  Health  Planning  and  Resources 
Development  on  PSRO-HSA  relationships  incorporates  important  changes  in 
PSRO  confidentiality  requirements  in  accordance  with  the  1977  Medicare  and 
Medicaid  Antifraud  and  Abuse  Act.    In  the  future,  it  appears  that  PSROs  will 
be  providing  HSAs  with  the  aggregate  statistical  data  they  require. 

In  the  meantime,  rate  setting  programs  in  some  states  offer  an 
alternative.    So  far,  only  the  New  Jersey,  Maryland  and  Rhode  Island 
programs  obtain  discharge  abstract  reports  routinely,  but  the  trend  is 
growing.    Rate  setting  programs  have  begun  to  realize  the  necessity  of 
employing  such  data  in  order  to  take  account  of  case  mix  differences 
among  hospitals  as  they  analyze  their  costs. 


Cost  and  Budget  Reports 

The  Medicare  cost  reports,  submitted  annually  to  HCFA  by  virtually 
all  the  nation's  hospitals,  constitute  a  valuable  potential  source  of 
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hospital  cost  information  for  state  and  HSA  planners  and  regulations  that 
is  as  yet  almost  completely  untapped.    (Bauer,  1976)     Until  means  are  found 
to  make  timely  use  of  these  reports,  however,  cost  and  budget  reports  in 
the  eleven  states  that  currently  have  rate  setting  programs  offer  a  more 
than  adequate  substitute.*    On  the  cost  and  budget  schedules  that  institutions 
annually  submit  to  such  programs,  they  generally  report  in  some  detail  on 
their  ownership  and  governance,  and  on  both  costs  and  volumes  of  service 
by  major  departments  and  cost  centers,  e.g.  medical/surgical,  obstetrics, 
laboratory,  radiology,  etc.    In  addition,  the  reports  usually  contain: 

-  occupancy  rates  by  service; 

-  asset  and  fund  balances; 

-  annual  operating  expenses; 

-  source  and  amount  of  revenues; 

-  bad  debts  and  free  care; 

-  capital  costs,  such  as  interest  and  depreciation; 

-  net  margin  of  revenue  to  expense. 

Furthermore,  the  rate  setting  programs,  in  an  attempt  to  identify  differences 
in  hospital  product,  often  require  hospitals  to  submit  detailed  schedules  of 
their  scope  of  services  and  the  numbers  and  specialist  status  of  their 
physician  staff. 

Thus,  the  cost/budget  reports  to  rate  setters  can,  if  HSA  and 
SHPDA    staff  advantageously  use  and  interpret  them,  provide  a  highly  useful 
background  on  each  institution  to  be  reviewed,  and  its  neighboring  hospitals. 
The  reports  can  reveal,  for  example,  the  share  of  the  hospital's  per  patient 
day  cost  that  already  goes  to  interest,  depreciation  and  debt  retirement 
and,  in  the  case  of  proprietary  institutions,  profit.    They  can  also  indicate 
the  character  of  the  individual  hospital's  service  to  its  community,  and 
something  about  the  nature  of  the  patients  it  serves  through  analysis  of 
free  care  and  bad  debts,  and  the  proportionate  share  of  inpatient  revenues 
contributed  by  Medicare,  Medicaid,  Blue  Cross  and  self  pay  patients.  Analysis 
of  the  hospital's  scope  of  services  and  its  physician  data  gives  the 
reviewers  a  handle  on  the  overall  institutional  environment  into  which  the 
proposed  new  service  would  be  introduced. 

The  potential  for  drawing  from  these  and  other  important  on-going 
data  collection  systems,  such  as  state  licensing  programs,  and  billing 
systems,  as  well  as  from  special  surveys,  and  matching  the  data  to  population 
denominators,  is  only  slowly  being  realized.    The  familiar  problems  of  data 
quality  and  comparability,  problems  of  confidentiality,  data  system  manage- 
ment and  securing  the  required  analyses  from  the  masses  of  data  generated 
all    create  barriers.    But  by  the  same  token,  they  also  create  opportunities 
for  planners  and  regulators  to  pool  efforts  in  obtaining  the  information  they 
need. 


*The  1977  Hospital  Cost  Containment  bill  provides  that  HSAs  receive  copies  of 
hospital  cost  "statements."    Depending  on  how  these  statements  were  defined 
in  regulations,  they  could  become  an  important  resource  for  cost  and  volume 
data.    However,  direct  processing  and  analysis  of  these  reports  at  the  HSA 
level  would  impose  a  new  strain  on  their  resources,  and  without  guidance 
they  might  not  know  how  to  interpret  the  results. 
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Data  System  Management 


Only  a  few  states  -Rhode  Island,  Vermont  and  Maine  -had  well 
established  health  statistics  centers  prior  to  the  advent  of  P.L.  93-641. 
And  while  the  Cooperative  Health  Statistics  System  has  sponsored  the  develop- 
ment of  various  component  information  systems  in  the  majority  of  the  states, 
funding  has  not  as  yet  been  sufficient  to  mount  the  commitment  required  to 
meet  HSA  and  SHPDA  needs.    Nor  are  the  regional  centers  for  health  planning 
funded  at  levels  that  would  permit  them  to  assume  this  role. 

Several  models  are  possible.    In  one,  the  SHPDA  assumes  a  lead  role 
in  the  coordinative  function.    It  is  responsible  for  working  out  data 
sharing  agreements  with  other  agencies  and  supplying  analyses  of  health 
resources,  utilization,  costs,  etc.    to  each  HSA  according  to  its  own 
geographic  boundaries.    The  state  departments  of  health  in  New  Jersey  and 
Massachusetts  serve  the  HSAs  in  this  way.    Under  another  model,  one  of  the 
HSAs  with  a  particularly  good  capability  for  data  analysis  may  assume  the 
coordinating  and  major  analytic  responsibilities  on  behalf  of  the  other  HSAs 
and  the  SHPDA.    This  appears  to  be  the  pattern  evolving  in  Connecticut.  The 
alternative,  for  each  HSA  and  SHPDA  to  each  assemble  its  own  basic  data 
through  independent  efforts,  would  appear  to  be  highly  wasteful.  Under 
the  best  of  circumstances,  each  HSA  would,  in  any  event,  have  to  engage 
in  considerable  supplementary  data  collection  and  analysis  in  connection  with 
major  project  reviews. 

A  statewide  data  system  operated  by  a  SHPDA  can  become  a  powerful 
force  in  building  good  state  agency  and  HSA  relationships.  But  any  model 
of  information  broker  system  that  might  be  devised  will  require  a  two 
way  mechanism  that  will  first,  keep  the  front  line  agencies'  needs  as  the 
paramount  consideration  in  planning  the  data  collection  and  analysis,  and 
second,  keep  these  agencies  aware  of  both  the  potential  uses  of  the  resulting 
data  and  their  analysis,  and  of  their  limitations. 


Securing  Commonly  Needed  Analyses 

•The  resources  required  to  collect,  edit,  process  and  analyze  data 
even  when  it  is  generated  by  another  agency  can  be  formidable. 


Health  Expenditure  and  Utilization  Reports.    The  HSAs'  and  SHPDAs'  project 
reviewers  and  planners  require  many  types  of  continuing  statistical  reports 
to  help  them  in  their  cost  containment  efforts.    The  most  basic  report  needed 
to  support  and  monitor  cost  containment  is  the  health  expenditures  and 
community  funds  flow  study:    first  for  the   state,  and  eventually  for  HSA 
areas.    Such  studies  reveal  the  picture  of  total  health  system  spending  in  a 
given  geographical  area  and  changes  in  that  picture  over  time.    Thus,  they 
provide  benchmarks  by  which  planners  and  regulators  can  measure,  at  least  in 
broad  outline,  the  effects  of  their  actions  and  of  other  factors  in  their 
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changing  health  service  system  environment.    However  these  analyses  require 
voluminous  data  and  skilled  staff  and  can  consume  an  inordinate  amount 
of  a  state  or  regional  agency's  data  budget.     An  economical  solution 
would  be  to  have  the  studies  routinely  generated  for  the  SHPDAs  by  DHEW's 
Health  Care  Financing  Administration  as  a  spinoff  from  its  National  Health 
Expenditure  analyses  reported  annually  in  the  Social  Security  Bulletin. 
State  statistical  centers,  where  they  are  organized  and  adequately  funded, 
can  also  perform  such  studies,  following  the  model  developed  by  Rhode 
Island  Health  Services  Research,  Inc.    In  addition,  the  Harvard  Center  for 
Community  Health  and  Medical  Care  has  recently  completed  a  242  page  guide 
for  SHPDAs  and  HSAs  in  development  and  use  of  health  expenditure  data 
linked  to  information  on  the  utilization   of  health  services  (Martin,  Mil, 
Densen,  1977). 


Wide  Scope  Reports.  The  Massachusetts  SHPDA,  as  recipient  of  National 
Center  for  Health  Statistics  funding  for  four  CHSS  components  (facilities, 
manpower,  hospital  care,  and  vital  statistics)  provides  an  unusually 
broad  and  up  to  date  stream  of  statistical  reports  to  the  HSAs  as  a 
basis  for  both  plan  development  and  project  review.    Since  1974,  it  has 
been  publishing  a  Health  Data  Annual  of  approximately  175  pages.  Most 
of  its  tables  (41  in  1976)  present  data  according  to  the  state's  six 
HSA  regions  and/or  by  city  and  town.    The  major  categories  in  which 
the  tables  fall  are: 


Demographic  statistics  (7  tables) 

Mortality  and  Morbidity  CM  tables) 

Health  Manpower  (4  tables) 
Health  Resources  and  their  Utilization 

Hospitals  (8  tables 

Outpatient  Facilities  Clinic  (8  tables) 

Nursing  and  Rest  Homes  (11  tables) 

Residential  Care  Facilities  (10  tables) 

Home  Health  Agencies  (5  tables 

Health  Financing  0  tables 


Furthermore,  since  most  of  the  data  are  machine  readable,  HSAs  that  wish 
more  detail  than  reported  in  the  tables  can  obtain  computer  printouts 
on  request.    New  Jersey  has  an  even  more  extensive  data  system  to 
serve  the  HSAs,  through  on-line  direct  access,  tape  generation,  print- 
outs and/or  microfiche. 


Hospital  Patient  Data  Reports.  The  only  nationwide  analyses  of  hospital 
patient  data  available  to  health  planners  and  regulators  are  those 
generated  by  HCFA  in  cooperation  with  the  Bureau  of  Health  Planning 
and  Resources  Development.    Derived  from  records  of  a  sample  of 
Medicare  beneficiaries,  Social  Security  Administration  reports  will 
be  produced  for  each  state  and  each  HSA  area.    They  will  contain 
standard  analyses  of  the  age,  sex,  and  race  characteristics  of  Medicare 
patients  treated  in  each  hospital  in  their  respective  areas,  analyses  of 
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diagnoses,  occurrence  of  surgery,  length  of  stay  and  charge  profiles  (Bolay, 
Bluestone,  Thornberry,  1977).    These  data  are  derived  from  matched  files 
including  billing  forms,  not  discharge  abstracts  (Rowland,  1976).  Although 
there  are  certain  problems  with  the  data,  the  reports  will  for  tht  first  time 
create  patient  based  hospital  profiles  for  each  HSA  area  of  the  country.  At 
the  least,  they  will  provide  a  basis  for  identifying  apparently  out-of- 
line  institutions  that  may  apply  for  new  services,  raising  questions  for 
followup  analyses.    Hopefully,  publication  of  the  SSA  tables  will  also 
stimulate  hospitals  themselves,  PSROs  and/or  other  third  party  payers  to 
produce  parallel  analyses  that,  when  combined,  will  describe  all  patients' 
use  of  hospitals,  not  just  those  in  federal  programs.    For  as  Butler  ( 1 977 : 
75)  goes  on  to  state: 

No  threat  to  confidentiality  of  patient  records  is  involved 
because  there  is  no  need  to  identify  individual  patients 
or  individual  physicians.    Also,  the  public's  interest  in 
knowing  what  medical  services  it  is  paying  for  outweighs 
any  institutional  right  to  nondisclosure  of  its  activities. 

Analysis  of  patient  data,  collected  from  hospital  discharge 
abstracts  may  also  be  shared  with  the  HSAs  by  state  level  agencies.  By 
far  the  most  complete  analysis  of  such  data  for  HSA  use  is  performed  under 
auspices  of  the  Department  of  Health  in  New  Jersey  in  connection  with  its 
DHEW-SSA  demonstration  grant.    Here,  each  HSA  is  given  case  mix/rpsource 
use  profiles  of  each  of  the  hospitals  in  its  area,  according  to  the 
Diagnostic  Related  Grouping  (DRG)  system  developed  by  Thompson  and  his 
associates  at  Yale,  and  described  at  our  project  conference  (Sweetland, 
Bauer,  1977). 

Cost  Analyses 

Unless  the  cost  and  budget  reports  produced  for  purposes  of 
reimbursement  or  rate  setting  are  computerized,  their  data  are  highly 
inaccesible  to  secondary  users,  due  to  the  complexity  and  volume  of  the 
forms  on  which  they  are  recorded.    In  several  states,  such  as  in  Washington, 
Maryland,  California  and  New  Jersey,  most  of  the  reports  are  now  data 
processed,  and  are  beginning  to  be  made  available  to  secondary  users. 
However,  HSA  and  SHPDA  staff,  unless  aided,  may  have  difficulty  comprehending 
the  meaning  of  the  resulting  analyses. 

In  California,  the  state  Health  Facilities  Commission  has  an  unusually 
close  relationship  with  the  HSAs  in  helping  them  to  understand  and  use  data 
from  the  state's  required  annual  cost  and  budget  reports.    One  staff  member 
of  the  Commission  is  assigned  full  time  as  liaison.    He  visits  the  various 
HSAs    in  turn,  conducting  training  sessions  reviewing  the  data  about  the 
hospitals  in  the  region.    Differences  among  the  hospitals  as  regards 
complements  of  physician  staff,  scope  of  service  and  occupancy  levels 
related  to  cost  are  explored. 

In  New  Jersey,  like  California,  hospital  cost  and  budget  reports 
are  computerized,  and  data  from  them  is  now  circulated  routinely  to  HSAs. 


As  with  New  Jersey's  long  term  hospital  plans,  it  is  believed  that  a  number 
of  years  will  pass  before  HSAs  learn  to  derive  full  value  from  the  data. 
However,  the  SHPDA  conducts  workshops  for  all  HSA  data  users.    Three  HSAs 
have  a  computer  terminal  and  one  of  them  is  pioneering  in  extensive  analysis 
of  tape.    Its  staff  is  using  the  information  both  in  plan  development  and  in 
project  reviews. 

Rate  Setting  Contributions  to  Analysis 

Rate  setting  data  and  expertise  are  increasingly  looked  to  for 
assistance  in  analysis  of  the  cost  impact  projections  in  two  areas,  new 
technology  and  new  programs  and  facilities. 


The  Cost  Implications  of  New  Technology.    The  contributions  of  new  high 
technology  equipment  to  rising  hospital  costs  is  widely  recognized.    But  how 
to  translate  this  general  observation  into  action  policies  governing  specific 
certificate  of  need  and  rate  setting  decisions  calls  for  cost  analyses  on 
each  particular  type  of  equipment  being  applied  for.    Rate  setting  programs  have 
a  unique  capability  to  perform  such  analyses  in  situations  where  a  few  of  the 
hospitals  they  regulate  have  already  accumulated  experience  with  the  new 
technology,  since  all  hospitals  submit  annual  reports  on  their  actual  costs 
according  to  the  cost  centers  and  reporting  format  that  the  program  prescribes. 

An  example  of  the  difficulties  entailed  in  such  an  enterprise  was 
given  in  an  earlier  report  of  this  project.    (Bauer,  1977),    It  described 
the  attempt  by  the  Massachusetts  Rate  Setting  Commission  in  1976  to 
perform  a  pilot  analysis  of  high  technology  cost  impact.    CT  scanners  were 
chosen  as  the  example,  because  of  the  extremely  high  known  costs  of  their 
initial  purchase  and  instal lation, because  analyses  from  national  studies 
were  available,  because  cost  reports  were  available  from  the  nine  hospitals 
in  the  state  that  already  had  scanners,  and  -  most  immediately  -  because 
the  Commission  needed  the  facts  in  order  to  set  reasonable  limits  on  1977 
scanning  charges  for  these  hospitals. 

The  exercise  was  welcomed  by  the  state  CON  aqencv  and  the  Boston 
HSA.    When  the  existing  statewide  moratorium  on  CT  scanner  purchases  was  relaxed 
they  would  need  to  know  what  volume  of  services  a  scanner  could  be  expected 
to  produce  and  the  long  and  short  run  cost  implications  of  future  purchases. 

The  analyst  at  the  Rate  Setting  Commission  described  some  problems 
she  encountered  while  conducting  her  research  and  developing  her  analysis: 

-  different  generations  of  equipment  came  on  the  market  (  and 
are  still  coming),  with  different  capabilities,  support 
requirements  and,  thus,  different  unit  costs, 
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-  different  CT  scan  study  groups  indicated  different  lowest 
acceptable  limits  for  number  of  scans  per  year  to  assure 
efficient  use, 

-  volume  standards  had  been  set  in  the  absence  of  clear 
definition  of  the  basic  output  measure,  the  "scan," 

-  the  Rate  Setting  Commission's  report  did  not  ask  for  sufficient 
detail  on  staffing  of  new  services, 

-  the  physician  component  is  handled  differently  in  different 
hospitals, 

-  given  the  rapid  expected  obsolescence  of  scanners,  the  period 
of  time  on  which  to  bc.se  depreciation  was  an  important  and 
sensitive  issue. 

This  illustration  suggests  the  dilemmas  inherent  in  performing  cost 
impact  analyses  where  engineering  and  clinical  experience  in  new  technology 
is  still  rapidly  evolving.    On  the  one  hand,  facts  are  needed  as  quickly 
as  possible  to  guide  decisions  that  may  halt  proliferation  of  unnecessary 
and  costly  equipment  that  could  collectively  mount  to  huge  new  expenditures, 
and  which  would  in  any  event  quickly  become  obsolete.    On  the  other  hand, 
under  a  prospective  rate  setting  or  charge  system,  analyses  of  the  costs 
of  the  first  generation  equipment  will  inevitably  sanction  unit  charges  that 
are  unduly  high.    For  example,  the  analysis  described  above  noted  that  an 
allowable  charge  of  $220  per  scan  with  fairly  early  scanning  equipment  might 
well  create  windfalls  to  hospitals  that  installed  advance  equipment.  (One 
hospital  in  Massachusetts  now  runs  7,000  scans  per  year  at  unit  costs  of  $80 
to  $100  per  scan.)    This  fact  also  sets  up  incentives  for  continual  replace- 
ments to  obtain  the  most  up-to-date  technology. 

Another  issue,  common  to  all  situations  where  allowed  charges  or 
rates  are  calculated  on  the  basis  ot  some  acceptable  minimum  utilization 
figure  for  efficient  operation,  such  as  number  of  scans  per  year,  is  the 
resulting  stimulation  of  demand.  These  problems  do  not  arise  under  cost 
reimbursement  which,  of  course,  has  its  own  set  of  expenditure  inducing 
incentives . 

A  final  lesson  from  the  Massachusetts  CT  scan  charge  analysis  is 
the  complexity  of  the  task  of  costing  out  even  one  type  of  new  technology 
among  the  many  that  are  introduced  each  year.    A  substantial  portion  of 
an  experienced  analyst's  time  was  required  for  about  six  months  to 
perform  the  analysis  we  have  described.    No  current  rate  setting  programs, 
except  those  specially  funded  as  SSA  experiments  ,  would  have  sufficient 
budgets  to  permit  more  than  one  or  two  such  studies  a  year,  if  indeed 
that  many.    One  recognizes  the  enormity  of  the  problem  in  relation  to 
the  available  analytic  resources  for  research  and  control  when  reminded 
that  in  addition  to  obvious  expensive  new  equipment  such  as  CT  scanners, 
new  devices  with  very  low  unit  costs  can  also  bring  about  substantial 
increases  in  the  aggregate  costs  of  hospital  care.    Plastic  shunts  costing 
a  few  dollars  each,  and  ultrasonic  nebulizers  at  a  few  hundred  dollars, 


-94- 


make  treatments  possible  that  over  a  period  of  time  may  result  in  aggregate 
health  expenditures  far  exceeding  those  associated  with  CT  scans. 

Realistically,  therefore,  it  is  unlikely  that  rate  setting  agencies 
will  be  able  to  assist  certificate  of  need  agencies  and  HSAs  in  more  than 
a  limited  number  of  analyses.    Naturally,  these  are  unlikely  to  be 
performed  around  questions  that  are  not  important  to  the  rate  setting 
agency  itself.    Therefore,  it  becomes  essential  to  set  up  a  mechanism 
for  identifying  areas  of  common  interest  feasible  for  short  term  analysis. 


Cost  Impact  of  New  Programs  and  Facilities.  Besides  the  questions  surrounding 
costs  associated  with  new  technology,  those  projected  for  new  medical 
programs  and  for  major  construction  or  modernization  projects  are  also 
of  mutual  concern  to  rate  setters  and  review  agencies.    Many  rate  setting 
bodies  have  a  base  of  historical  information  about  the  costs  of  introducing 
various  types  of  medical  programs  that,  while  far  from  ideal,  is  much  more 
complete  than  any  comparable  data  that  HSA  and  certificate  of  need  agencies 
are  likely  to  obtain  elsewhere.    For  example,  rate  setting  programs  in 
Rhode  Island,  Western  Pennsylvania  and  Massachusetts  require  hospitals  in 
their  annual  submission  of  schedules  to  report  separately  first  the  annual- 
ized budget  for  each  new  service  and  then  their  actual  costs  incurred 
during  the  first  year  of  operation.    In  such  cases,  certificate  of  need 
analysts  and  HSAs  can  directly  check  the  reasonableness  of  a  new  application 
with  the  projected  and  actual  cost  impact  of  similar  programs  in  other 
hospitals.    Where  new  service  costs  are  not  segregated  in  the  rate  setters' 
reports,  however,  the  analytic  task  will  be  much  more  difficult,  and 
would  probably  have  to  be  performed  by  the  rate  setting  staff. 

In  Massachusetts,  the  Rate  Setting  Commission  staff  provides  cost 
impact  analyses  for  all  major  certificate  of  need  projects,  under  an 
arrangement  with  the  certificate  of  need  unit  of  the  Department  of  Public  Health. 
In  addition,  the  Commission  staff  has  trained  counterpart  staff  there  to 
analyze  for  themselves  the  cost  consequences  of  minor  projects.    Finally,  the 
Rate  Setting  Commission  has  work  going  forward  on  a  life-cycle  costing 
project  that,  it  is  hoped,  will  provide  analyses  of  particular  value  to 
the  HSAs  and  SHPDAs  as  they  review  capital  projects. 

The  Planning  Act  agencies  will,  however,  need  to  be  aware  of  some 
basic  problems  with  rate  setting  cost  analyses.    First,  as  with  analyses 
to  determine  "need,"  the  concepts  of  cost  impact  analysis  are  still  well 
ahead  of  capabilities  to  produce  them.    Second,  projections  are  needed 
to  show  the  future  costs  of  efficiently  produced  services.    But,  as  we 
observed  earlier,  rate  setting  programs'  own  criteria  for  evaluating 
efficiency  are  still  at  a  fairly  primitive  level,  due  to  poor  quality 
data  and  inadequate  output  measures  for  patient  care.    Thus,  in  seeking 
technical  advice  on  cost  impact  from  rate  setting  analysts,  SHPDAs  and 
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HSAs  will  have  to  exercise  caution  that  high  occupancy  and  low  unit 
costs  in  hospitals  are  not  automatically  used  as  the  sole  indicators  of 
efficiency.    Third,  because  the  information  is  not  available  to  them,  few 
rate  setting  programs  relate  hospital  costs  to  analysis  of  population-based 
utilization  patterns  and  population-based  expenditure  patterns,  such  as 
Wennberg's  (1975)  studies  in  Vermont  and  Maine.    Similarly,  "efficiency" 
screens  rarely  factor  in  differences  in  service  quality.    Finally,  the 
P.L.  93-641  agencies  will  need  to  be  on  guard  against  the  proclivity  of 
some  rate  setters  to  chase  pennies  rather  than  dollars  in  their  cost 
containment  efforts. 

Rate  setting  bodies,  SHPDAs  and  HSAs,  can  also  profit  from  communi- 
cation in  exploring  needs  and  possibilities  for  alternative  care  services. 
The  planning  law  requires  that  both  HSAs  and  state  agencies  consider  the 
availability  of  "less  costly  or  more  effective  alternative  methods  of 
providing  such  services"  to  those  incorporated  in  the  review  proposals. 
Yet,  as  we  noted  earlier,  the  ability  to  assess  the  cost  and  benefits  and 
possible  savings  from  introducing  such  services  is  as  yet  largely  undeveloped. 
Some  hospital  rate  setting  bodies  can  bring  useful  information  to  bear  from 
their  reports  on  the  costs  of  hospital -based  ambulatory  services,  HMOs,  etc. 
Applicants  from  free-standing  organizations,  to  the  extent  they  may  be 
covered  by  state  law  (the  federal  law,  as  we  have  seen,  excludes  most  of 
them  from  its  purview)  usually  claim  that  they  will  be  able  to  operate  at 
substantially  less  cost  than  hospital -based  services.    However,  the  broad 
question  of  their  effect  on  overall  system  expenditures,  taking  into 
account  changes  in  projected  utilization  and  the  higher  unit  cost  of 
hospitals  occasioned  by  a  higher  concentration  of  difficult  cases  and  a 
smaller  base  over  which  to  allocate  overhead  expenses,  are  rarely  calculated. 
The  methodology  to  do  this  is  in  the  early  stages  of  development  (see 
discussion  in  Brown,  1978a-b). 


How  Will  the  Information  Be  Used  to  Contain  Costs? 

Generation  of  review  criteria  and  of  information  to  support  both 
planning  and  reviews  will  not,  of  course,  in  and  of  themselves  effect  desired 
changes  in  the  health  care  system  leading  to  cost  containment.  Criteria 
and  reliable  relevant  information  are  only  necessary  adjuncts  to  the 

activities  of  those  who  hope  to  effect  such  changes.    The  next  section  will 
discuss  some  alternative  ways  that  planners  and  regulators  may  be  able  to 
join  forces  to  accomplish  such  purposes. 

Nevertheless,  to  the  extent  that  these  become     cooperative  activities 
involving  provider  organizations,  the  very  process  of  identifying  criteria 
and  of  designing  data  reporting  systems  provides  forums  for  discussion  about 
a  whole  range  of  substantive  areas  where  costs  might  feasibly  be  contained 
without  diminution  of  patient  access  and  quality  of  care.    To  the  extent 
that  consensus  >s  obtained  during  these  discussions,  the  task  of  implementation 
should  be  that  much  easier. 
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Also,  reporting  instruments,  such  as  the  certificate  of  need 
application  forms  and  hospital  long  term  care  plans  we  have  described, 
which  require  providers  to  relate  their  institutional  plans  to  the 
section  1502  priorities  and  national  guidelines,  as  well  as  to  HSA  and 
state  plans,  at  the  least,  continually  remind  each  individual  institu- 
tion what  the  larger  community  appears  to  expect  from  each  of  them. 
Thus,  one  of  the  indirect,  but  potentially  important  functions  of  the 
required  reporting  systems  is  to  themselves  send  messages  about  cost 
containment  to  each  provider. 
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PART  III. 


SECTION  6.    ALTERNATIVES  FOR  CHANGING  PROVIDER  INCENTIVES  THROUGH  PLANNING , 
REGULATORY  AND  REIMBURSEMENT  LINKAGES 


If  one  of  the  major  purposes  of  P.L.  93-641  is  to  influence  the 
behavior  of  institutional  providers  of  health  services  to  deliver  their 
services  in  a  more  cost  effective  manner,  it  now  becomes  time  to  consider 
various  alternatives  by  which  planning  ,  regulatory  and  reimbursement 
linkage  could  exert  suah  influence. 

We  have  already  pointed  out,  in  Section  1,  the  very  limited  powers 
the  Planning  Act  itself  gives  to  its  agencies  in  relation  to  the  strength 
of  the  forces  operating  to  preserve  the  status  quo.  We  also  noted  that 
state  certificate  of  need  regulation    may  sometimes  prove  to  be  a  paper 
tiger,  and  that  rate  regulation,  given  the  lack  of  output  measures  related 
to  true  health  "products,"  is  proving  to  be  an  extremely  demanding  task, 
whose  own  cost  to  benefit  relationship  has  yet  to  be  ascertained. 

Today,  also,  the  confidence  that  voters  and  public  officials  used 
to  have  in  the  ability  of  regulation  to  right  the  wrong  appears  to  be 
considerably  diminished.    As  President  Carter  said  in  his  1978  State  of 
the  Union  address,  (f-i.Y.  Times,  1978)  "Government  cannot  be  the  managers 
of  everything  and  everybody. " .  In  the  words  of  Charles  Schultze  (1977): 

Relying  on  regulations  rather  than  economic  incentives  to 
deal  with  highly  complex  areas  of  behavior ...  has _  a  built- 
in  dynamic  that  inevitably  broadens  the  scope  of  the 
regulations. . .social  intervention  becomes  a  race  between 
the  ingenuity  of  the  regulatee  and  the  loophole  closing 
the  regulator,  with  a  continuing  expansion  in  the  volume 
of  regulations  as  the  outcome. 

He  continues: 

We  try  to  specify  in  minute  detail  the  particular  actions  that 
generate  social  efficiency  and  then  command  their  performance. 
But  in  certain  complex  areas  of  human  behavior,  neither 
our  imagination  nor  our  commands  are  up  to  the  task.  Con- 
sistently, where  social  problems  arise  because  of  distorted 
private  incentives,  we  try  to  impose  a  solution  without 
remedying  the  incentive  structure.    And  equally  consis- 
tently, the  power  of  that  structure  defeats  us. 

Most,  though  not  all  of  the  top  officials  of  health  planning  and 
regulatory  agencies  in  the  states  we  studied  were  well  aware  of  these 
inherent  limitations  of  regulation.    However,  neither  they  nor  their  HSA 
counterparts  believed  that  movement  toward  a  more  cost  effective  system 
could  be  accomplished  either  by  "pure"  planning  without  the  backing  of 
regulatory  sanction,  or  by  the  operation  of  the  free  marketplace. 
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Two  possibly  complementary  approaches  are  being  looked  to  as  alter- 
natives to  detailed  regulations.    They  have  in  common  the  concept  of  mod- 
ifying certain  structural  incentives  in  the  search  for  cost  containment. 
One  of  the  approaches  looks  to  changes  in  the  way  hospitals  are  reimbursed 
for  past  capital  spending,  i.e.  for  depreciation.    It  seeks  to  make  reimburse 
ment  for  capital  needs  in  the  future  responsive  to  health  planning  priorities 
The  other  approach  seeks  to  set  limits  on  both  the  supply  of  hospital  beds 
and  services  and  on  the  future  increases  in  the  dollars  they  receive  to 
provide  these  services,  with  allocations  within  these  fixed  limits  again, 
linked  to  or  determined  by  health  clan  priorities. 

In  line  with  the  principle  that  the  best  regulation  is  self  regula- 
tion, some  of  the  methods  used  or  proposed  to  implement  these  broad 
approaches  encourage  hospitals  to  work  together  in  the  resource  allocation 
decision  process.    As  a  health  planner  in  Rhode  Island-put  it  (Carvisiglia, 
1977): 

There  is  no  point  to  planners  setting  spending  priorities 
on  capital  projects  without  a  cap  on  the  spending.  Right 
now,  hospitals  with  capital  projects  are  simply  fishing  in 
a  stream  in  which  they  try  their  luck.    Once  they  are  forced 
to  fish  from  a  pool  with  a  known  limited  stock,  they'll  have 
to  get  together  on  their  plans.    Otherwise,  many  will 
starve  while  a  few  will  make  out  well. 

These  general  approaches  to  changing  the  financing  context  of  hospital 
capital  projects  and  setting  limits  on  both  hospital  services  and  their 
reimbursement  are  relatively  untried,  though  widely  proposed.    Later  in 
this  section  we  will  review  some  of  the  several  alternative  means  used  or 
suggested.    Before  doing  so,  however,  it  may  be  useful  to  return  briefly 
to  the  question  of  the  objectives  to  be  accomplished  by  these  new  moves, 
and  the  range  of  responses  to  them  that  may  be  anticipated  from  physicians 
and  hospitals.    Legislators  and  government  officials  charged  with  selecting 
among  some  of  the  alternatives  may  wish  to  consider  their  merits  and 
demerits  in  the  light  of  their  own  knowledge  of  hospitals  and  physicians 
in  their  own  constituencies    or  jurisdictions. 


Possible  Responses  of  Physicians  and  Hospitals  to  Supply  and  Reimbursement 
Limits 


Different  approaches  to  reimbursement  of  capital  costs  and  to 
setting  limits  on  the  supply  of  hospital  resources  and  of  their  revenues 
will  trigger  different  kinds  of  responses.    In  part,  the  quality  of 
response  will  depend  on  the  tightness  of  the  particular  limit.  However, 
the  important  implications  of  new  principles  of  reimbursement  for  capital 
expenditures,  national,  state,  and  HSA  numerical  standards,  and  of 
federal  or  state  limits  on  hospital  revenues  are  not  apt  to  be  fully 
comprehended , by  many  physicians  or  even  by  many  hospital  administrators 
at  the  time  the  general  concepts  are  being  discussed.    Thus,  action 
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responses  are  likely  to  be  deferred.    Both  the  nature  and  strength 
of  these  responses  will  depend  on  the  impact  of  any  particular  change  on 
physicians'  access  to  hospitals  on  their  patients'  access,  and  on  changes 
in  the  kind  or  quality  of  services  they  have  been  accustomed  to  securing 
from  their  hospitals. 

Observations  from  our  various  case  studies  and  interviews  suggest 
that  the  range  of  possible  responses  to  most  types  of  regulation  is  as 
follows: 

-  Medical  staff,  Board  and  hospital  administrator  alike  may  share 
the  goals  and  objectives  of  the  planners  and  help  to  implement 
them.    Shared  services,  phased  out  excess  bode,  etc.  may  be 
voluntarily'  achieved. 

-  The  Board  and  the  administrator  may  share  the  external  goals  and 
try  to  influence  their  medical  staff  accordingly.  Shared  services 
and  other  community  objectives  may  be  explored  and  discussed  -  but 
may  well  not  be  executed;  however,  internal  controls  may  be  strong. 

-  Medical  staff,  Board  ^nd  administrator  may  all  reject  the 
goals,  but  not  overtly.    Instead,  they  may  accommodate  through 
the  wide  range  of  internal  defense  mechanisms  available  to  them.* 
Few  changes  to  effect  significant  cost  savings  may  be  anticipated; 

-  Medical  staff,  Beard  and  administrators  -  who  normally  co-exist 
with  a  degree  of  tension -may  close  ranks  to  oppose  openly  the 
process  by  which  the  limits  were  established.    They  may  do  so 
by  resort  to  the  courts,  or  -  either  individual^  or  with  their 
respective  associations  -  by  resort  to  political  action,  seeking 
to  nullify,  amend  or  repeal  the  laws,  regulations  or  contracts 
through  which  the  limits  are  being  imposed. 

Obviously,  these  are  highly  oversimplified  models.    On  any  given 
issue,  within  any  single  institution,  as  within  the  hospital  industry  of 
any  single  city  or  HSA  region,  one  can  usually  find  concurrent  examples 
of  almost  all  these  responses.    The  likelihood  of  planners',  regulators' 
and  third  party  payers'  goals  being  implemented  (assuming  that  they  them- 
selves are  agreed  on  a  weighting  of  alternative  goals),  will  depend  on 
the  distribution  and  strength  of  such  responses  among  actors  with  different 
degrees  of  influence.    Such  influence  may  be  exerted  both  within  their 
respective  hospital    and  professional  associations,  and,  in  the  more  con- 
ventional sense,  with  the  general  public,  the  press,  government  officials, 
and  legislators.    The  outcomes  of  political  battles  will,  of  course,  depend 


*Supply  and  equipment  manufacturers  and  unions  are  also  part  of  the  game. 
Witness  the  price  tag  of  $97,500  for  a  new  stripped  down  CT  scanner 
vis  a  vis  the  Section  1122  review  limits  of  $100,000  (component  modules 
are  marketed  separately). 
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on  many  other  factors  as  well.  However,  the  voice  of  physicians  and 
hospitals  remains  likely  to  command  attention. 

Thus,  it  is  to  the  obvious  interest  of  those  who  seek  to  establish 
limits  on  hospital  spending  to  do  so  in  ways  that  enlist  the  important 
elements  of  physician  and  hospital  support,  or  at  the  least,  that  neutralize 
their  opposition.    Our  case  study  of  perinatal  care  regional ization  in 
New  Jersey's  Bergen-Passaic  HSA  appears  to  illustrate  a  successful  examplt. 
(Evans,  1978).    Failing  this,  the  next  best  strategy  is  to  enlist  the 
support  of  hospital  boards  and  administrators,  and  buttress  their  attempts 
to  influence  their  physician  staffs.    Numerous  instances  where  this  occurred 
were  related  to  us.    Failure  to  gain  the  support  of  any  one  or  two  members 
of  the  hospital  decisionmaking    troika    at  best  ends  in  a  standoff,  inspiring 
game  playing.    It  appears  to  be  a  fairly  common  response  to  hospital  rate 
setting.    Finally,  open  battles  and  confrontations  between  regulators  and 
hospitals  such  as  have  characterized  recent  hospital  and  rate  setting  rela- 
tions in  New  York  and  Connecticut,  and  hospital  and  certificate  of  need 
program  relations  in  Massachusetts,  damages  the  credibility  of  all  parties. 

While  these  considerations,  well  appreciated  by  all  sophisticated 
regional  health  planners,  may  seem  self  evident,  they  appear  sometimes  to 
be  forgotten  by  regulators  as  they  pursue  the  time  consuming  intricacies 
of  arriving  at  technically  plausible  supply  standards,  computer  screens 
to  detect  inefficiencies,  or  reimbursement  caps. 

Today,  a  number  of  special  circumstances  may  be  influencing  the 
kinds  of  responses  likely  to  be  expected  from  the  imposition  of  supply 
standards  and/or  reimbursement  caps. 


Special  Factors  in  Today's  Environment  Conditioning  Responses 

During  the  1970's,  economists,  public  advocacy  groups,  the  media, 
government  officials  and  business  leaders  have  increasingly  joined 
ranks  in  calling  hospitals  the  prime  culprits  for  rates  of  increase  in 
health  care  costs  that  exceed  increases  in  most  other  items  in  the  Consumer 
Price  Index  market  basket.    Whatever  the  rights  or  wrongs  of  this  case, 
this  pejorative  view  of  hospitals  has  created  a  pervasive  climate  of 
uncertainty  for  the  industry  and  for  the  individual  institution.  The 
handwriting  is  on  the  wall  -  something  b'g  is  going  to  happen.    In  the 
states  where  rising  Medicaid  expenditures  have  exacerbated  state  and  local 
fiscal  crises,  it  already  has  happened:    rate  regulation  has  been  introduced, 
and  has  become  increasingly  stringe.it,  moratoria  are  imposed  on  new  hospital 
capital  expansions  and  equipment,  purchases  and  bills  to  authorize  the 
state  to  close  down  hospital  services  have  become  part  of  the  scene,  even 
as  new  federal  controls  are  being  debated  in  Congress. 

Fear  of  future  regulation  has  called  forth  two  quite  different  types 
of  responses.    On  the  one  hand,  it  provides  strong  incentives  for  each 
institution  to  get  all  it  can  .vhile  it  still  can,  inflating  present  budgets 

c 
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to  the  utmost  so  that  the  base  for  future  controlled  revenues  will  be  as 
high  as  possible,  stockpiling,  grandfathering,  etc.,  while  mobilizing 
political  support  and  legal  defenses  to  safeguard  its  interests.    In  states 
where  the  full    panoply  of  regulatory  controls  is  already  in  place,  one 
gathers  that  the  major  efforts  of  administrators  and  financial  managers 
are  directed  towards  maximizing  their  position  rather  than  efforts  to 
improve  efficiency,  since  many  hospitals  believe  that  they  are  fighting 
for  survival . 

At  the  same  time,  these  very  uncertainties  in  the  institution's 
political  and  economic  environment  appear  to  be  enlarging  the  perspectives 
of  hospital  administration  and  some  physician  leadership,  opening  up 
possibilities  for  genuine  change.    Concepts  that  would  have  generated 
resistance  ten  years  ago  are  now  widely  accepted  in  principle:  regional- 
ization  of  tertiary  care  services,  hospital  based  HMOs,  close-out  of 
marginal  institutions,  management  studies  to  improve  operational  efficiency, 
better  systems  of  medical  incident  reporting,  and  internal  budgeting  pro- 
cesses that  force  better  internal  resource  allocation. 

It  is  against  this  background  of  possible  responses  to  proactive 
moves  by  planners  and  regulators  to  change  familiar  practices  that  familiar 
approaches  to  such  change  must  be  evaluated.  The  approaches  we  will  now 
briefly  review  include:  new  principles  of  reimbursement  for  capital  costs 
geared  to  HSA  and  SHPDA  plans  and  decisions;  national  caps  on  capital  spending 
linked  to  planning;  restructuring  payment  incentives;  linkages  of  standards  to 
certificate  of  need  and  reimbursement  to  advance  regionalization;  shrinking 
the  system  through  planning  standards  linked  to  appropriateness  review  and 
reimbursement;  national  caps  on  the  operating  revenues  of  individual  institu- 
tions; and  state  or  areawide  caps  on  operating  revenues. 


New  Principles  of  Reimbursement  for  Capital  Costs 

Current  practices  of  reimbursement  fo^  capital  costs  are  widely 
agreed  to  be  unsatisfactory,  both  to  third  party  purchasers  and  to 
hospitals  and  other  institutional  providers,  each  for  their  own  reasons. 
In  a  review  of  these  problems,  Cohen  (1977)    r.otes  that  the  depreciation 
factor  in  hospital  reimbursement  that  is  incorporated  in  Medicare  and 
most  Blue  Cross  cortracts,  since  it  is  based  on  the  original  costs  of 
the  facility,  means  that  depreciation  payments  are  not  necessarily  geared 
either  to  the  reasonableness  of  those  original  costs,  or  to  the  present 
day  appropriateness  of  the  facility  to  meet  the  needs  of  the  population 
in  its  service  area.    For  example,  most  inner  city  hospitals  were  built 
year:  ago  when  construction  costs  were  low,  and  so  receive  only  a  small 
amount  of  depreciation,  even  though  their  needs  for  facility  replacement 
may  be  acute.    Conversely,  a  newly  built  luxurious  suburban  hospital  will 
receive  a  large  amount  of  depreciation  return  (sometimes  as  much  as  $50 
per  patient  day),  though  the  facility  will  not  need  to  be  modernized  or 
replaced  for  many  years.    Also,  conventional  depreciation  payments  do 
not  account  for  either  excess  or  inadequate  hospital  capacity.  Thus 
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the  duplicative  open  heart  surgery  units  and  empty  beds  in  pediatric  and 
obstetrics  services  are  all  built  into  the  calculation  of  a  hospital's 
depreciation  expense.    In  addition,  payments  received  for  depreciation 
may  be  spent  to  meet  operating  expenses,  not  saved  for  capital  replacement. 
Finally,  the  inadequacy  of  historical  depreciation  to  meet  replacement 
costs  of  major  equipment,  together  with  other  special  features  of  the 
Medicare  reimbursement  principles,  has  given  hospitals  incentives  to  enter 
into  leasing  arrangements  that  are  not  necessarily  cost  beneficial,  and 
may  prevent  them  from  buying  general  service  equipment  (laundry,  mainten- 
ance, etc.)  that  might  cut  down  labor  costs.    Cohen  (1977)  concludes: 

...depreciation  accounting  principles  are  not  consistent  with 
economically  efficient  pricing  policies  and  should  be  dis- 
carded as  a  basis  for  hospital  payments.    In  particular, 
the  Medicare  payment  system  causes  serious  erosion  of  the 
capital  of  inner-city  hospitals. . .Borrowing  a  phrase  from 
Peter  Drucker,  one  might  say  that  the  use  of  depreciation 
accounting  as  a  payment  system  represents  the  triumph  of 
accounting  principles  over  results. 

In  short,  conventional  methods  of  paying  for  depreciation  are  accused 
of  stimulating  unnecessary  capital  spending  that  later  becomes  reflected 
in  higher  operating  costs.    Prevailing  methods  countervene  efforts  of 
planners  and  regulators  to  limit  capital  and  service  expansions  geared 
to  the  priority  needs  of  populations  in  given  geographic  areas.  Rather 
than  providing  an  instrument  for  moving  towards  the  priorities  of  the 
planning  law  and  for  implementing  regional  and  state  plans,  they  consti- 
tute one  of  the  many  countervailing  forces.    Several  alternatives  have 
been  proposed  or  tried. 

Funded  and  Pooled  Depreciation.  Observers  have  long  suggested  that  the  depre- 
ciation component  of  the  reimbursement  rate  not  be  subject  to  invasion  for 
noncapital  uses.  An  extension  of  this  principle  is  to  place  major  portions  of 
this  funded  depreciation  into  community-wide  pools.    Individual  institutions 
would  only  be  free  to  draw  from  the  pool  to  finance  major  projects  if  their 
proposals  met  priorities  established  by  external  reviewers  in  the  light  of 
preestabl ished  criteria  and  plans.    Such  a  mechanism  could  be  used  by  the 
P.L.  93-641  agencies  to  provide  a  framework  of  resource  allocation  within 
which  capital  expansion  decisions  could  take  place.    Clear  definitions  of 
the  types  and  levels  of  capital  spending  suitable  for  such  treatment  would 
be  essential . 

Prospective  Accumulation  of  Capital  Funding  Through  Third  Parties'  Rates 
Approved  by  Rate  Setting/Planning.    To  lighten  the  costly    burden  of 
interest  payments  and  debt  retirement,  some  rate  setting  programs,  in  a 
principle  first  developed  by  the  Indiana  Blue  Cross,  allow  the  reviewers 
to  add  a  percentage  increase  to  the  prospective  rates  of  institutions  with 
approved  forthcoming  capital  projects,  for  a  period  not  to  exceed  five 
years  prior  to  construction. 


The  prospective  rate  enrichment  principle  can  be  structured  to 
tie  in  closely  to  planning  and  regulatory  activities  of  HSAs  and  SHPDAs, 
i.e.,  to  meet  state  and  local  plan  priorities  and  to  reflect  results  of 
appropriateness  reviews.    A  major  question,  however,  is  whether  certificate 
of  need  approval  could,  or  should    be  required  prior  to  the  decision  on 
prospective  capital  accumulation,  and  whether  it  could,  legally,  be  given 
on  a  revocable  basis.    Local  conditions  and  priorities  may  change  during 
the  period.    Conditions  might  be  attached  to  ensure  that  such  prospective 
payments  would  be:    a)  funded,  and  b)  be  subject  to  refund  on  the  basis  of 
a  subsequent  CON  reconsideration  prior  to  the  start  of  actual  construction. 


A  Capital  and  Service  Expansion  Component  Built  Selectively  Into  Current 
Hospital  Rates.    This  general  principle,  first  introduced  by  the  Maryland 
Health  Services  Cost  Review  Commission  and  currently  being  refined  by  the 
Washington  State  Hospital  Commission,  replaces  the  depreciation  factor  with 
a  selectively  planned  capital  and  service  component.    Its  purpose,  according 
to  the  report  commissioned  by  the  Washington  program,  is  to  ensure  that 
nonprofit  hospitals  have  sufficient  financial  resources  to  provide  the 
facilities  necessary  to  meet  the  public's  need  for  hospital  services 
(Muller  Associates  and  May,  1977):. 

This  method  clearly  requires  a  commitment  to  the  use  of  the 
planning  process  as  the  basis  for  making  financial  or  rate 
setting  determinations.  .  .the  planning  process  addresses  the 
issues  of  unnecessary  duplication,  service  gaps,  incorporates 
financial  planning  procedures  to  reduce  costs  of  patient  care, 
and  is  flexible  in  that  individual  hospital  plans  can  be 
periodically  adjusted  as  changes  either  in  the  need  or 
availability  of  services  changes. 

Thus,  while  hospitals  retain  the  responsibility  for  providing  services  and 
for  financial  planning,  HSAs  and  SHPDAs  can  look  at  institutional  services 
and  plans  in  the  aggregate  in  terms  of  community  need,  and  in  accord  with 
other  planning  law  considerations,  and  advise  the  rate  commission  accordingly. 
The  Washington  plan  assumes  two  preconditions: 

-  Uniform  hospital  accounting  and  reporting; 

-  Annual  submission  of  hospitals'  long  range  program  and  capital 
budgets  to  be  shared  by  planners  and  rate  setters. 

Both  these  conditions  are  presently  being  met  for  the  119  hospitals  in  that 
state. 

A  major  characteristic  of  the  capital  expansion  component  in  hospital 
rates  is  that  both  the  amount  by  which  the  rates  would  be  increased  and 
the  period  of  increase  would  be  flexible.    It  would  accommodate  both  particu- 
lar new  cost  requirements  and  the  existing  assets  of  the  applicable  hospital, 
recognizing  that  some  hospitals  have  maintained  funded  depreciation  and  some 
have  not;  some  receive  large  grants  and  contributions,  others  little  or 
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none*.    However,  questions  may  be  raised  about  the  disincentives  intro- 
duced for  tax  support  for  public  general  hospitals,  and  community  backing 
for  them  that  might  result  in  closings  that  would  foreclose  access  by  low 
income  patients.    Would  the  system  accelerate  present  trends  to  shift  the 
entire  burden  of  capital  financing  to  third  party  payers  and  patients? 


Buyouts  of  an  Institution's  Capital  Obligations 

At  present,  one  major  disincentive  for  hospitals  to  close  down  unused 
beds,  open  heart  surgery  units  and  other  excess  capacity  is  that,  as  already 
noted,  under  present  payment  principles  these  units  bring  in  revenue  from 
depreciation.  Conversely,  the  institution  may  also  have  obligations  to  pay 
interest  rates  associated  with  the  initial  capital  costs.    To  the  extent 
that  conversions  or  closeouts  of  excess  hospitals  or  excess  hospital 
services  identified  in  forthcoming  P.L.  93-641  plans  and  appropriateness 
reviews  are  hindered  by  prior  financing  commitments,  the  alternative  of 
buyouts  by  third  parties  is  being  widely  proposed.    (See  for  example  the 
experiment  authorized  in  Section  3  of  the  1977  Talmadge  Bill  (S.  1470) 
and  provisions  in  the  Rogers  and  Kennedy  bills  (H.R.  8121  and  S.  1391)  that 
combine  payment  rewards  for  dropping  inappropriate  services  with  penalties 
for  retaining  them) . 


A  National  Cap  on  Capital  Expansions  for  States  and/or  HSA  Areas 

The  concept  of  an  annual  statewide  ceiling  on  capital  expenditures 
was  advanced  in  1972  by  the  Rhode  Island  Blue  Cross  and  the  Rhode  Island 
Hospital  Planning  Council.    Arguing  that  the  administration  of  any  such 
cap  would  raise  extremely  difficult  problems  of  due  process,  the  hospital 
association  mustered  sufficient  opposition  to  the  idea  to  block  its  imple- 
mentation.   (As  will  be  seen  below,  however,  Rhode  Island  Blue  Cross  was 
later  successful  in  introducing  the  principle  of  an  annually  established 
ceiling  on  increases  in  hospital  operating  costs.) 

However,  in  1977,  the  concept  was  embodied  in  Title  II  of  the 
Administration's  hospital  cost  control  bill  (H.R.  6575)    A  national  ceiling 
on  capital  expenditures,  established  annually  by  the  Secretary  of  DHEW , 
would  be  allocated  to  states  on  a  population  formula  basis. 

Should  this  feature  of  the  bill  survive  the  legislative  process, 
P.L.  93-641  agencies  would  suddenly  find  that  they  have  a  key  role  in  the 


*Application  of  the  capital  and  service  expansion  component  requires  separate 
approaches  to  deal  with  hospital  financial  requirements  regarding  major 
versus  minor  construction  and  replacement  projects,  major  versus  minor 
moveable  equipment,  and  working  capital.    In  Washington,  this  component 
of  the  rate  will  also  pay  for  hospital  productivity  and  other  cost  contain- 
ment studies  and  projects. 
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detailed  process  of  allocating  these  resources  to  individual  hospitals. 
Decisions  made  within  limited  dollar  and  bed  supply  ceilings  would  give 
true  clout  to  their  CON  and  appropriateness  reviews,  since,  for  the  first 
time,  decisionmaking    would  take  place  within  the  framework  of  a  known 
fixed  dollar  amount  of  available  resources. 

On  the  one  hand,  as  the  report  of  the  U.S.  Congressional  Budget  Office 
(1977)  pointed  out,  because  only  17  of  the  nation's  HSAs  would  be  allowed 
to  expand  bed  capacity,  nearly  all  the  newly  allocated  capital  limit  would 
be  spent  on  modernization  and  equipment.    Within  the  limits  of  the  cap, 
arrived  at  arbitrarily   with  no  relation  to  true  capital  needs  (since  such 
information  does  not  exist)  or  to  differences  in  capital  needs  among  regions, 
the  P.L.  93-641  agencies  would  be  required  to  make  hard  choices  withi> 
dollar  limits  that  may    turn  out  to  be  unrealistic.  In  almost  every  area, 
moreover,  they  will  have  to  decide  between  proposals  for  spending  to  main- 
tain an  adequate  level  of  service  and  proposals  for  spending  required  to 
increase  the  intensity  and/or  quality  of  patient  care.    Since  no  pass- 
throughs  would  be  allowed  for  costs  associated  with  capital  spending 
required  to  conform  to  federal  requirements  to  meet  certification  standards, 
(life  safety  codes,  removal  of  structural  barriers  to  the  handicapped 
etc.),  state  agencies  as  well  as  hospitals  would  find  themselves  caught 
painfully  between  conflicting  regulations. 

Administering  a  certificate  of  need  program  under  conditions  of  a 
federal  cap  would  also,  of  course,  raise  a  host  of  questions  about  the  basis 
by  which  P.L.  93-641  agencies  reach  their  allocative  decisions.    All  the 
problems  we  have  identified  in  earlier  sections  would  become  exacerbated. 
For  example,  a  standards  and  review  process  that  might  have  seemed  accept- 
able in  an  openended  spending  context    might  well  come  under  sustained 
attack  as  the  stakes  for  competing  hospitals  become  extremely  high  to  all. 
If  HSAs, and  CON  agencies  at  the  state  level, were  required  to  apply 
national  or  state  designed  resource  supply  standards  rigidly,  and  if 
these  standards  took  into  account  only  such  factors  as  target  bed  supply, 
occupancy  rates,  and  travel  time,  support  of  the  process  by  hospitals  and 
consumers  could  be  expected  to  be  limited.    Failure    to  allow  for  the 
special  needs  of  inner  city  hospitals,  and  for  populations  in  high  growth 
areas,  or  to  account  for  differences  in  ethnic  and  religous  preferences 
of  hospital  constituencies,  for  differences  in  appropriateness  of  patient 
care  as  observed  through  utilization  reviews  and  medical  audits,  and  for 
many  other  important  variables  would  be  thrust  abruptly  into  the  limelight. 

On  the  other  hand,  incentives  for  the  P.L.  93-641  agencies  and  rate 
setting  programs  to  work  closely  together  during  the  process  might  also 
be  stronger. 

A  possible  example  of  allocating  capital  resources  under  a  ceiling 
may  soon  be  forthcoming. in  Maryland.    There,  the  Comprehensive  Health 
Planning  Agency  (the  SHPDA)  and  the  Health  Services  Cost  Review  Commission 
(rate  setting  body)sas  part  of  their  Memorandum  of  Agreement  referred  to 
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earlier  in  this  report,  have  collaborated  on  a  proposal  for  a  statewide 
cap  on  capital  expenditures.    The  relevant  clauses  are  as  follows:* 

-  At  the  start  of  the  fiscal  year  (beginning  July  1,  1978)  and 

at  least  sixty  (60)  days  before  the  beginning  of  each  succeeding 
fiscal  year,  the  Executive  Director  of  the  Agency  (SHPDA)  with 
the  advice  of  the  Council  (SHCC)  shall  promulgate  a  sum  as  a 
hospital  capital  expenditure  limit  applicable  to  such  fiscal 
year,  and  described  by  Health  Service  Areas.    For  fiscal  year 
1978,  the  sum  promulgated  as  a  limit  under  the  preceding 
sentence  shall  be  an  amount  which  may  not  exceed  $50,000,000.** 
For  subsequent  fiscal  years,  the  sum  may  not  exceed  $50,000,000 
times  the  ratio  of  the  value  of  an  appropriate  construction 
cost  index  on  or  about  March  1  of  the  preceding  fiscal 
year  to  the  value  of  that  construction  cost  index  on  or 
about  March  1,  1978.    If  a  specific  capital  expenditure 
limit  is  allocated  to  Maryland  under  Federal  law,  the  afore- 
mentioned $50,000,000  shall  be  disregarded  and  an  amount 
no  higher  than  the  Federal  allotment  shall  be  promulgated. 
The  construction  cost  index  shall  be  as  specified  by  the 
Executive  Director  of  the  Agency  (SHPDA)  with  the  advice  of 
the  Council  (SHCC). 

-  In  issuing  a  certificate  of  need  for  any  provider  subject 
to  the  jurisdiction  of  the  Agency  (SHPDA),  that  Agency 
shall  specify  in  the  certificate  the  maximum  amount  of 
capital  expenditure  which  is  approved  for  that  project. 

-  The  aggregate  of  the  maximum  amounts  of  capital  expenditure 
authorized  for  certificates  of  need  shall  not  exceed  the  sum 

(of  the  cap),  except  as  per  exceptions  spelled  out  in  the  agreement. 

Other  sections  spell  out  the  exceptions:    one  allows  capital  for  major 
projects  to  be  spread  out  over  several  years;  the  other  exempts  non- 
patient  related  costs,  such  as  debt  refinancing. 

The  Maryland  SHPDA  and  the  rate  setting  commission  jointly  prepared 
a  bill  to  implement  this  proposal,  now  introduced  into  the  1978  session  of 
the  Maryland  legislature. 


Restructuring  Payment  Incentives 

Third  party  payers,  encouraged  by  health  planning  and  regulatory 


*Memorandum  2f  Agreement;  Maryland  Comprehensive  Health  Planning  Agency 
and  Health  Services  Cost  Review  Commission,  1977. 

**The  $50  million  cap  amount  was  calculated  to  correspond  to  the  cap  that 
Maryland  would  receive  if  the  federal  cost  control  bill  were  to  pass. 
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policies,  can  create  incentives  for  more  cost  effective  systems  through 
restructuring  of  payment  (Sweetland,  Bauer,  1  977).    At  the  project 
conference,  Robert  Sigrnond  observed: 

Real  movement  towards  more  cost  effective  health  systems  depends 
upon  strengthening  two  types  of  linkage:    first,  linking 
individuals  and  families  with  those  health  service  resources 
upon  which  they  rely  at  the  community  level,  and  second,  much 
more  efficient  linkages  among  health  resources  which  together 
can  help  to  improve  the  health  of  identified  consumer  groups 
and  individual  and  families.    When  specific  people  to  be  served 
are  linked  to  specific  health  services  resources,  monitoring 
and  evaluation  methods  can  be  devised  leading  to  accountability 
management  of  health  care  processes.    It  is  extremely  difficult, 
if  not  impossible,  to  guarantee  cost  effective  systems  unless 
these  kinds  of  linkages  are  in  place  -  no  matter  what  the  link- 
ages between  ol arming  and  regulatory  agencies.    The  basic  common 
linkage  is  money  -  payment  for  service. 

The  Health  Maintenance  Organization,  if  properly  organized,  can 
be  one  such  cost  effective  structure.    Participants  at  our  conference 
agreed  that  third  party  payers,  and  P.L.  93-641  agencies  should  promote 
their  development.    Sigrnond  proposed  another,  less  familiar,  alternative: 

Blue  Cross  today  can  begin  to  develop  systems  for  more  closely 
linking  people,  dollars  and  institutions,  by  encouraging  each 
subscriber  to  identify  with  one  hospital  which  would  be  reimbursed 
on  a  caDitation  basis,  thereby  giving  that  hospital  HMO  type 
incentives  for  cost  effectiveness.    Under  this  arrangement,  Blue 
Cross  can  preserve  freedom  of  choice  by  permitting  subscribers 
to  use  any  other  participating  hospital  at  any  time.    If  the 
subscriber  goes  to  some  other  hospital  than  his/her  "identification 
hospital,"  Blue  Cross  would  pay  the  hospital  used  as  it  does 
currently,  subsequently  deducting  such  payments  from  the  next 
caDitation  checK  to  the  patient's  identification  hospital.... 

This  type  of  hospital  underwriting  arrangement  would  encourage 
regional ization,  shifts  from  in-patient  care  to  ambulatory 
care,  increased  emphasis  on  home  care,  prevention,  health 
education  and  almost  everything  else  that  we  think  of  as  cost 
effective  -  all  without  interfering  with  free  choice  and  without 
excessive  disturbance  of  traditional  physician  or  hospital 
arrangements . 

David  Pomrinse  put  forward  the  concept  of  paying  physicians  a  lump 
sum  per  case  or  procedure,  instead  of  fee  for  service,  with  the  physician 
to  pay  the  hospital  himself  out  of  this  sum.    If  the  hospital  stay  is 
longer  than  the  norm,  he  loses;  if  it  is  shorter,  within  appropriate  clinical 
protocols,  he  keeps  the  difference.    In  this  manner,  physician  payment  would 
be  directly  linked  to  physician  decisionmaking  (Sweetland,  Bauer,  1977). 
Another  payment  reform  regards  third  party  benefit  structure  changes  that 
would  pay  for  care  in  nonhospital  settings. 
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Third  party  payers  and/or  rate  setting  programs  might  influence 
change  in  hospital  behavior  by  various  means  besides  their  present  non- 
reimbursement of  disapproved  CON  and  section  1122  projects  for  new  institu- 
tional health  services,  and  the  suggested  changes  in  depreciation  principles, 
service  buyouts,  and  caps  on  capital  projects  discussed  earlier.  These  include 

-  linkage  to  planning  and  regulatory  mechanisms  to  encourage 
regional ization  of  super-specialty  services; 

-  linkage  to  planning  and  regulatory  mechanisms  to  phase  out 
excess  beds  and  services; 

-  imposition  of  caps  on  the  amount  of  annual  increase  in  hospital 
operating  costs; 

moratoria  on  payment  for  capital  expansions  (proposed  by  the  Blue 
Cross  Association  in  1977); 

-  payment  incentives  to  encourage  hospital  mergers,  consolidations, 
and  provision  of  primary  care. 

Some  of  these  proposed  means  of  restructuring  incentives  will  be  discussed 
in  the  remaining  pages  of  this  section. 


Linkage  of  Planning  Standards  to  Certificate  of  Need  and  Reimbursement  to 
Provide  Incentives  for  Regional ization 

In  theory,  the  reimbursement  mechanism  provides  a  natural  tool  for 
encouraging  the  regional ization  of  medical  services  by  its  ability  to 
penalize  hospitals  that  are  providing  inappropriate  care  and  to  reward 
hospitals  where  care  is  appropriate.    In  practice,  as  we  have  noted  earlier, 
there  are  major  stumbling  blocks.    These  include:  the  elusive  nature  of 
definitions  of  "appropriateness",  the  propensity  of  due  process  questions 
to  plague  the  actual  enforcement  of  penalties,  and  the  reluctance  of  some 
rate  setting  programs  to  increase  rates  in  tertiary  care  centers  sufficiently 
to  absorb  the  added  costs  of  new  referrals.    Despite  these  difficulties, 
the  presence  of  a  regulatory  stick  in  the  corner  appears  to  offer  a 
countervailing  incentive  to  the  many  other  incentives  that  impel  hospitals 
to  become  full  service  institutions  with  a  full  gamut  of  super  specialized 
services. 

Several  cases  in  our  project  document  efforts  to  use  regulatory 
power  in  these  ways  (Evans,  1978;  Brown  (a  and  b),  1978*,  Sweetland, 
Altman  and  Motter,  1978).    For  example,  in  considering  Massachusetts 
hospitals  to  be  given  priority  for  CT  scanners  after  the  state's  current 
moratorium  is  lifted,  one  of  the  major  criteria  adopted  by  both  the  state 
and  the  HSA  is  the  extent  and  nature  of  the  applicant's  referral  arrange- 
ments with  other  hospitals  in  the  service  area,  including  transport. 
Similarly,  in  New  Jersey,  designation  of  the  perinatal  care  center  in 
the  Bergen  Pasaaic  HSA  was  made  conditional  on  the  hospital's  ability  to 
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secure  agreements  for  referral.    The  application  later  became  the  focus 

for  HSA  efforts  to  persuade  hospitals  with  under-utilized  perinatal  services  to 

close  them  down. 


The  New  Jersey  strategy  of  relating  reimbursement  to  regional ization 
efforts  is  firmly  based  on  numerical  criteria,  largely  related  to  service 
volume.    As  noted  earlier,  the  SHPDA  has  drafted  a  set  of  standards  relating 
to  the  provision  of  tertiary  services  such  as  cardiac  care,  burn  centers, 
renal  dialysis,  etc.  as  well  as  perinatal  care,  and  has  set  time  limits  for 
institutions  to  achieve  certain  volumes  of  service  or  cease  to  be  reimbursed. 
The  Deputy  Commissioner  of  Health,  in  a  letter  commenting  on  the  Evans 
case  study,  observed:  (Wagner,  1977) 

My  view  is  that  rate  setting  should  be  used  as  an  instrument 
of  implementating  planning  goals.    To  do  this  successfully 
requires  the  understanding  of  the  planners,  the  rate  setters 
and  the  hospital  administrators.    We  have  had  some  success 
in  using  the  rate  setting  program  as  a  means  of  engaging 
hospitals  in  merger  discussions  or  as  a  means  of  closing 
down  or  shrinking  services.    To  be  successful,  this  has  to 
be  done  quietly  and  patiently  and  receive  none  of  the 
"ballyhoo"  often  associated  with  zealous  rate  setting 
programs.    Therefore  I  agree  with  Mr.  Evans'  statement 
that  "the  task  in  the  future  will  be  to  shape  this  tool 
so  that  the  signals  emritted  from  rate  setting  coincide 
with  and  reinforce  the  announced  goals  and  policies  of 
the  state,  as  stated  in  the  policy  manual  and  regional i- 
zation  regulations." 

However,  the  Department  of  Health  is  hoping  that  the  power  to  intro- 
duce rate  penalties  will  not  have  to  be  extensively  used,  and  that  the  mere 
presence  of  this  power  will  give  incentives  to  work  out  voluntary  solu- 
tions to  the  problems  of  service  sharing.    Thus,  the  Deputy  Commissioner's 
letter  continues: 

While  we  will  be  most  willing  to  use  the  rate  setting  program 
to  implement  our  regional ization  standards,  thereby  forcing 
closings  and  consolidations,  I  think  that  there  is  sufficient 
understanding  by  the  staff  of  the  Hospital  Association  and 
by  the  younger  hospital  administrators  of  the  need  to  see 
State  regional ization  standards  as  the  means  by  which  to 
voluntarily  shut  down  or  consolidate  programs.    They  know 
that  resources  will  be  limited;  they  know  they  have  a  weapon 
at  their  disposal  to  make  changes  without  taking  the  direct 
blame  for  their  actions. 

However,  other  incentives,  too,  can  be  set  in  motion  by  standards  that 
are  based  on  minimum  numbers  of  procedures.  Given  some  magic  number,  where 
there  appears  grounds  for  discretion  in  selecting  cases  to  meet  that  number, 
it  is  perhaps  natural  that  the  standards  may  stimulate  utilization  to  the 
levels  specified.    In  the  case  of  sophisticated  services,  where  inappropriate 
use  involves  risks  to  the  patient,  this  may  lead  to  tragic  consequences.  For 
example,  at  one  northern  New  Jersey  hospital  in  1977,  several  months 
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after  publication  of  the  New  Jersey  cardiac  standards,  the  number  of 
open  heart  surgical  procedures,  which  had  been  running  below  the  state 
prescribed  minimums,  began  to  rise  to  a  point  that  satisfied  the  standards. 
Unfortunately,  the  case  fatality  rate  rose  correspondingly.    The  situation 
reached  the  newspapers,  and  the  service  was  subsequently  shut  down.* 
The  incident  illustrates  the  imperative  necessity  of  linking  planning 
standards  not  only  to  reimbursement,  but  to  quality  monitoring,  utilization 
reviews  and  licensing.    However,  this  in  turn  leads  us  back  again  to  the 
propensity  of  regulation  to  beget  more  regulation  -  even  when  the  original 
intent  is  only  to  set  a  broad  framework  to  redirect  incentives  to  voluntary 
action. 


Shrinking  the  System  by  Linking  Standards,  Reviews  and  Reimbursement 

Both  New  York  State  and  Massachusetts  have  announced  sweeping  goals 
for  closing  down  excess  hospital  beds,  services  and  institutions.  The 
New  York  experience  has  been  referred  to  earlier.    The  efforts  we  observed 
have  been  beset  by  procedural  and  political  difficulties,  and  problems  in 
reaching  agreement  on  standards. 

In  Massachusetts,  however,  numerical  standards  for  acute  care  hos- 
pital beds  have  been  developed,  according  to  the  process  described  in 
Section  4,    and  promulgated  in  regulations.    A  target  of  a  4,472  bed  reduc- 
tion has  been  established  for  1985.  This  would  mean  a  16.3  percent  reduction 
in  total  bed  supply  for  the  state.    The  standards  also  encourage  hospitals 
to  become  part  of  multi -institutional  systems  as  defined  under  section 
1502  of  P. L.  93-641. 

In  moving  to  accomplish  this  announced  goal,  each  HSA  in  developing 
its  health  systems  plan  is  identifying  how  many  beds  have  to  be  reduced 
in  its  area,  by  service  type.    It  is  hoped  that  the  presence  of  these 
plans,  as  public  documents,  together  with  the  required  reference  to  them 
in  each  hospital's  long  term  plan  and  certificate  of  need  application,  will 
create  incentives  for  the  hospital  to  conform  to  them.    An  article  by 
Schneer  and  Fielding  (1977)  reveals  the  grand  design  of  planning  and  regu- 
latory linkage  to  effect  the  hoped  for  bed  reductions: 

Absence  of  movement  (to  comply  with  HSA  plans)  may  adversely 
affect  an  HSA's  willingness  to  approve  unrelated  certificate 
of  need  applications,  on  the  basis  that  the  hospital  has  done 
an  inadequate  job  in  implementing  the  health  systems  plan... 
The  changes  proposed  by  the  HSAs  to  reduce  beds  to  a  level 
consistent  with  the  State  regulations  will  probably  be  incor- 
porated in  the  State  Medical  Facilities  Plan  and  submitted 
for  approval  by  DHEW. 

Pressures  are  also  mounting  to  have  Medicaid,  Medicare  and 
other  third  party  payers  (e.g.  Blue  Cross  and  the  commercial 
insurance  companies)  disallow  costs  of  services  identified 
as  unnecessary  by  the  HSAs  and  State  under  "appropriateness 
reviews" .. .The  State  Rate  Settinq  Commission,  authorized 


*  The  situation  was  leaked  to  the  press,  apparently  by  someone  in  the  hospital. 
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to  cover  all  payers  with  a  uniform  system  of  charges  by 
1980,  probably  would  not  allow  health  care  institutions 
to  bill  third  party  payers  for  expenses  associated  with 
the  provision  of  services  deemed  inappropriate  by  the  State 
and  the  HSAs. 

We  have  schematized  this  planning,  regulatory  and  reimbursement  link- 
age in  Exhibit  IV.  Based  on  the  assumption  that  an  average  total  hospital 
cost  of  an  occupied  bed  per  year  is  $40,000  and  that  of  an  empty  bed  is 
$20,000,  the  Department  estimates  that  the  4472  bed  reduction  anticipated 
from  this  process  would  result  in  potential  annual  savings  of  $89.4 
million  (Schneer  and  Fielding,  1977). 

This  ambitious  strategy  has  so  far  been  executed  in  the  three  top 
tiers  of  its  structure,  as  depicted  in  Exhibit  IV.    The  ultimate  success  of 
the  Massachusetts  linkage  of  P.L.  93-641  functions  with  reimbursement  in 
effecting  the  projected  savings  depends  on  the  validity  of  three  yet  to 
be  tested  assumptions: 

-  that  the  standard  is  sound,  and  when  it  becomes  applied  in 
practice,  any  unintended  consequences  will  not  significantly 
alter  its  effectiveness  in  accomplishing  P.L.  93-641  goals 
and  objectives; 

-  that  the  process  of  using  the  standard  in  certificate 
of  need  and  appropriateness  reviews,  and  thence  through 
reimbursement,  will  prove  to  be  legally  and  politically 
viabl e; 

-  that  the  Institute  of  Medicine  projections  of  savings 
to  be  achieved  by  phase  out  of  empty  beds  proves  to  be 
correct.    (Fielding  and  Schneer  quote  the  I.O.M.  reDort, 
Controlling  the  Supply  of  Hospital  Beds  (1976)  as  the 
basis  for  their  estimate]. 

In  view  of  the  recent  actions  of  the  Massachusetts  legislature  in  over- 
turning CON  decisions  contrary  to  constituents1  interests,  the  probability 
of  massive  closings  being  actually  accomplished  in  this  state  does  not, 
however,  appear  high. 


A  National  Cap  on  Hospital  Operating  Costs 

Although  they  have  no  statutory  authority  to  back  them  up,  most  state 
rate  setting  programs  establish  informal  target  rates  of  increase  in  opera- 
ting costs  for  the  prospective  year  within  which  they  gear  their  budget 
reviews  or  apply  their  screening  formulas.    The  concept  of  allowed  increases, 
expressed  as  absolute  ceilings  or  caps,  escalated  to  the  federal  level  with 
the  Administration's  1977  hospital  cost  control  bill,  whose  proposed  ceilings 
on  capital  expenditures  we  have  already  noted. 
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BIT  IV.    SHRINKING  THE  HOSPITAL  SYSTEM:    THE  MASSACHUSETTS  APPROACH 


/ 


/ 


Recommendation  by  a  task  force 
of  a  specific  bed-to-population 
or  volume  standard. 


Promulgation 
/  of  standard  as 
state  regulation 


Adoption  of  standard 
in  HSA  plans 


/ 


Incorporation  of  HSA  plans 
(via  SHCC)  into  State  Health  Plan 


/  Reference  to  plans 
/    and  standard  in 
/  certificate  of  need 
/  reviews  (possible  denv 
als  of  noncomplying 
hospitals'  applications) 


Reference  to  plans 
and  standard  in 
appropriateness 
reviews  (possible 
disapproval  of 
noncomplying  hospitals) 


Reimbursement  denied  to  hospitals  for  unapproved 
CON  projects  and/or  inappropriate  facilities  or  services 


in- 1978- 


Hospital  A 
in  1985 


■  in  1978- 

Hospital  B 
in  1985 


V 

•  in-1 978  * 

Hospital  C 
in  1985 
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Title  I  of  the  Administration  bill  undertakes  to  set  limits  on 
the  nations 's  expenditures  for  hospital  care  by  imposing  a  mandatory  cap 
on  the  percentage  of  annual  increases  in  hospital  operating  revenues. 
Objectives  include: 

-  Controlling  the  proportion  of  the  Gross  National  Product 
devoted  to  hospital  care  by  forcing  hospitals  to  make 

al locative  decisions  within  the  context  of  some  fixed, 
finite  dollar  limits; 

-  Eliminating  budget  uncertainties  of  federal,  state  and  local 
governments  that  have  become  third  party  payers,  as  well  as 
budget  uncertainties  among  private  insurors  and  hospitals, 
by  prospectively  determining  the  dollar  limits. 

Congress  may  or  may  not  be  ready  to  accept  the  principle  of  a  cap  during  its 
current  session,  given  the  difficulties  entailed  in  equitable  administration, 
and  the  political  risks    if  the  program  fails.    But  if  expenditures  for 
hospital  care  continue  at  their  present  disproportionate  rate  of  increase 
compared  to  other  sectors  of  the  economy,  sooner  or  later  one  must  expect 
such  action.    The  question  of  interest  then  becomes,  what  form  of  cap, 
and  what  form  of  cap  administration  can  best  ensure  an  environment  within 
which  patient  care,  teaching  and  research  can  flourish  while  expensive 
redundancies  in  the  distribution  of  health  care  services  and  inefficiencies 
in  its  delivery  can  be  reduced. 

The  Carter  cap  would  limit  revenue  increases  to  each  individual 
inst-tution  for  inpatient  care  to  nine  percent,  calculated  on  a  per  case, 
rather  than  per  diem  basis.    Whether  this  figure  represents  a  feasible 
target  is  not  for  us  to  commont.    However,  certain  features  of  the  general 
approach  are  important  to  note,  whatever  the  particular  size  of  the  cap 
that  might  be  adopted. 

Any  standard  nationwide  cap  on  annual  increases  in  hospit- 
al operating  costs  fails  to  allow  for  the  many  types  of  exogenous 
differences  in  cost  increases  among  states  and  regions,  and  among  individual 
hospitals.    It  has  several  other  serious  shortcomings. 

It  would: 

-  penalize  hospitals  that  start  from  a  base  of  efficient  operation, 
while  subsidizing  hospitals  where  longstanding  inefficiencies 
are  built  into  base  costs; 

-  create  no  incentives  for  hospitals  to  cooperate  in  moves  to 
rationalize  the  distribution  of  services  to  the  patient  population 
they  serve; 

-  take  no  account  of  wide  geographic  service  areas  from  which  advanced 
medical  centers  draw  patients  nor  of  shifts  in  populations'  health 
service  needs  occasioned  by  demographic  changes; 
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-  encourage  community  hospitals  to  maximize  their  financial  position 
by  referring  complex  ccses  to  teaching  hospitals,  which  would 
be  correspondingly  undercompensated. 

Finally,  like  all  the>  other  approaches  described  so  far,  the  bill  creates 
-  no  incentives  for  physicians  to  participate  in  decisionmaking  processes 
that  might  lead  to  more  effective  distribution  and  provision  of  services. 


Caps  on  Hospital  Operating  Costs  by  States  and  Regions 

By  establishing  caps  on  hospital  operating  revenues  by  states  and/ 
or  HSA  areas,  a  degree  of  flexibility  to  adjust  to  special  circumstance 
might  be  obtained  without  sacrificing  the  advantages  to  be  gained  from  the 
imposition  of  spending  ceilings  at  the  federal  level.    Regional  ceilings 
have  the  following  advantages: 

-  the  amount  of  the  annual  cap  increase  could  vary  among  different 
regions  according  to  differences  in  regional  rates  of  inflation, 
proportions  of  elderly  in  the  population  and  other  special 
circumstances; 

-  within  any  given  Maxicap,  expressed  as  a  fixed  pot  of  dollars, 
individual  hospitals  in  any  particular  year  might  get  more  or  less 
than  the  average  percentage  increase  that  the  region  had  received, 
depending  on  their  particular  circumstances.    This  could  accommodate 
differences  among  hospitals  in  respect  to  operating  efficiency, 
shifts  in  case  mix,  volumes  of  community  service,  movement  towards 
health  system  plan  objectives,  etc. 

The  Rhode  Island  rate  setting  program  has  been  conducted  under  a  statewide 
Maxicap  since  1974,  under  provisions  of  the  Rhode  Island  Blue  Cross  contract 
with  its  16  member  hospitals,  and  the  Medicare  and  Medicaid  programs,  with 
waivers  obtained  under  terms  of  a  DHEW-SSA  prospective  reimbursement  experi- 
ment.   The  Maxicap  is  "an  aggregate  figure  for  the  gross  operating  revenues 
of  the  voluntary  hospitals  in  Rhode  Island  for  a  fiscal  year,  e.g.  $218  million 
in  1976.    It  excludes  only  professional  components  of  cost  under  Medicare 
Part  B  and  activities  financed  by  grants  and  contracts. 

Another  regional  Maxicap  process  is  being  developed  in  the  Rochester 
region  of  upstate  New  York,  an  area  comprising  nine  counties  with  24  hospitals. 
Another  one  of  the  SSA  experiments  in  prospective  reimbursement,  it  is  being 
conducted  under  the  auspices  of  the  national  Blue  Cross  Association.  The 
assumptions  underlying  both  programs  are  the  same:  the  community  has  finite 
resources  for  health  and  hospital  care,  and  the  necessary  alignment  between 
these  available  community  resources  and  expenditures  for  hospital -based 
health  services  for  the  people  of  the  region  can  best  be  made  through  processes 
of  planning  and  voluntary  negotiation  at  the  regional/community  level. 

.    The  process  in  Rhode  Island,  and  its  variant  now  being  planned  for 
in  Rochester,  are  introducing  a  radical  new  approach  to  cost  containment. 
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Instead  of  attempting  to  control  local  hospital  spending  through  the 
imposition  of  standard  resource  supply  and  expenditure  ceilings,  calculated 
by  economists  and  other  experts  at  the  national  level,  the  limits  here  are 
arrived  at  in  the  course  of  hard  negotiations  around  bargaining  tables. 
The  actors  are  a  consortium  of  the  third  party  payers,  the  health  planners 
and  the  hospitals.    The  process  has  three  components: 

-  arriving  at  an  agreed  cap  on  revenues  for  the  aggregate  of 
all  hospitals  in  the  state  for  the  next  fiscal  year; 

-  reaching  agreement  on  specific  types   of  new  medical  programs 
that  the  state,  HSA,  or  certain  sub  areas  may  need  immediately, 
(Priority  Ik  programs  that  may  be  needed  in  the  future 
(Priority  2);  and  programs  for  which  there  is  no  forseeable 
need  (Priority  3); 

-  within  the  cap  limit,  less  a  contingency  reserve,  reviewing 
individual  hospital  budgets  and  negotiating  an  individual 
revenue  cap  with  each. 

To  arrive  at  an  agreed  statewide  cap,  the  third  party  payers  acting 
as  a  block  and  the  hospital  representatives  each  bring  a  carefully  worked 
through  advance  position,  supported  by  as  complete  documentation  as  they  can 
muster  on  what  constitutes  a  reasonable  cost  increase  for  delivering  hospital 
care  in  that  area  during  the  coming  year  at  certain  prespecified  volumes  of 
service.    Items  considered  include  costs  of  labor,  supplies,  new  hospital 
costs  occasioned  by  federal,  state  or  local  government  regulations,  costs 
associated  with  needed  new  medical  programs,  etc.    During  bargaining  sessions 
similar  to  those  between  union  and  management  in  major  industries,  or  to 
those  for  large  business  or  government  contracts,  each  then  probes  for 
weaknesses  in  the  other's  position.    Though  the  ensuing  process  may  take 
several  weeks  to  prepare  for  and  conclude,  at  the  end,  both  parties,  so  far, 
appear  to  be  satisfied  that  they  have  done  their  best. 

The  health  planners,  meanwhile,  have  worked  throughout  a  period  of 
four  months  with  a  series  of  committees  representing  businessmen,  union  repre- 
sentatives and  other  consumer  groups,  hospital  trustees,  administrators 
and  medical  staff  to  agree  on  priorities  for  new  medical  programs  that  might 
be  eligible  for  funding  consideration  under  the  new  spending  cap  -  whether 
or  not  certificate  of  need  approvals  are  required. 

The  final  stage  comes  in  the  review  of  individual  hospital  budgets.* 
In  aggregate,  they  may  not  exceed  the  statewide  cap  -  less  an  agreed  on 
contingency  fund  to  be  drawn  on  for  volume  adjustments  and  other  special 
situations.    However,  some  individual  hospitals  may  get  more  than  the  average 
increase,  and  some  less,  depending  on  their  individual  circumstances.  In 
addition  to  required  CON  approval  for  major  new  projects,  the  budget  reviewers 
also  will  not  consider  items  in  a  hospital's  budget  for  a  new  medical  pro- 
gram unless  it  falls  in  the  Priority  1  category  that  the  planning  agency 
has  in  turn  negotiated.    (Leco,  1977;  Bauer  and  Altman,  1975). 


*  For  an  excellent  discussion  of  this  concept  of  negotiated  rates,  see  Anne  R. 
Somers'  "Negotiated  Rates:    One  Road  to  Strengthening  the  Private  Sector  and 
Cost  Containment,"  Hospitals,  February  1,  1978. 
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The  Rhode  Island  experience  with  its  voluntary  maxicap  linked  to 
prioritized  medical  programs  appears  successful.    For  example,  in  the  fiscal 
years  beginning  in  1975  and  1976,  the  increases  allowed  in  the  cap  were 
11.5%  and  10.5%  respectively,  considerably  lower  than  the  national  trend. 
For  the  fiscal  year  1977-78,  an  increase  of  10.4%  was  negotiated.  While 
several  state  rate  setting  programs  can  boast  a  similar  constrained  level 
of  increase,  the  figures  may  overstate  their  success.    The  rates  may  sub- 
sequently be  increased  following  the  eventual  settlement  of  pending  appeals 
and  court  actions,  often  years  hence.    In  Rhode  Island,  however,  the  cap  is 
truly  prospective,  since  it  already  contains  the  contingency  fund,  out  of 
which  special  exceptions  and  hardship  payments  to  hospitals  are  made. 

Equally  important,  perhaps,  is  that  the  process  Rhode  Island  Blue 
Cross  evolved  for  decision  making  is  consitent  with  that  developed  for 
dealing  with  other  complex  aspects  of  the  U.S.  economy  in  which  a  variety 
of  actors  have  legitimate  but  conflicting  stakes  in  the  outcome.  Though 
time  consuming,  the  process  is  not  attended  by  the  heavy  follow-on  costs 
in  time,  resources  and  ill  will  that  attend  the  appeals  and  litigation  in 
many  other  rate  setting  programs.    For  example,  the  New  York  rate  setting 
system,  (sometimes  hailed  for  the  administrative  simplicity  of  its  formula) 
had,  in  December  1977,  a  backlog  of  approximately  1,500  pending  appeals, 
and  unresolved  litigation  involving  over  half  the  hospitals  in  the  state. 
Costs  to  the  state  and  hospitals  alike  run  to  millions  of  dollars. 

One  aspect  of  the  Rhode  Island  maxicap  program  deserves  special 
note.    It  required  special  waivers  from  DHEW  to  allow  the  Medicare  program 
to  participate.    In  general,  such  waivers  are  difficult  to  obtain, 
hampering  the  development  of  similar  cost  containment  experiments  that 
might  be  developed  by  consortia  of  private  and  public  third  party  payers. 

Paul  Hanson,  chairman  of  the  Hospital  Committee  of  the  Rochester 
maxicap  experiment,  reminded  our  project  conference  that  a  host  of  complex 
and  controversial  issues  must  be  resolved  before  hospitals,  third  party 
payers,  health  planners  and  community  constituencies  can  reach  agreement 
on  the  structures  and  organizational  representation  appropriate  for 
administering  the  al locative  mechanisms  under  a  regional  maxicap. 
(Sweetland,  Bauer,  1977).    Resolving  such  issues  presupposes: 

-  willingness  of  the  various  parties  (payers,  health  planners  and 
hospitals)  to  cooperate  in  designing  a  program  that  all  will 
perceive  to  be  equitable; 

-  reliable,  timely  information  on  which  to  base  al locative 
decisions  (demanding  uniform  cost  reporting,  patient  origin  data, 
case  mix  profiles,  etc.); 

-  willingness  of  individual  hospitals  to  cooperate  with  each 
other  in  implementing  the  program,  i.e.,  being  prepared  to  accept 
occasional  unfavorable  allocations  from  the  maxicap  in  exchange 
for  the  right  to  participate  in  the  process; 
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-  a  heavy  investment  of  time  by  all  parties  in  reaching  necessary 
agreements  on  the  organization  and  processes  of  maxicap  admini- 
stration. 

This  is  a  tall  order.    Realistically,  it  is  unlikely  that  there  would  be 
sufficient  impetus  to  implement  state  and/or  regional  maxicaps  nationwide 
unless  they  were  widely  believed  to  offer  the  only  alternative  to  some 
clearly  less  desirable  method  of  hospital  revenue  control.    This  is  indeed 
the  case  today  in  both  Rhode  Island  and  New  York. 

Were  the  standard,  fixed  cap  on  all  hospitals  proposed  in  Title  I 
of  the  Administration's  Bill  to  be  the  alternative,  however,  the  third 
party  payers,  the  hospital  industry  and  health  planners  in  many  parts  of 
the  nation  might  seek  the  option  of  administering  the  cap  cooperatively, 
to  reflect  local  health  planning  priorities  and  the  different  circumstances 
of  individual  hospitals.    Such  systems  would  appear  to  represent  by  far 
the  most  advanced  and  potentially  sensitive  types  of  linkage  between  health 
planning  and  third  party  reimbursment  to  hospitals.    Furthermore,  they 
appear  to  be  based  on  the  peculiarly  American  genius  for  arriving  at  con- 
sensus through  negotiation  and  bargaining. 
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SECTION  7.    SOME  NEGLECTED  OPPORTUNITIES  FOR  COST  CONTAINMENT 


More  than  any  other  single  actor  in  the  health  care  system,  it  is, 
of  course,  the  physician  who  makes  the  most  cost-consequential  decisions. 
These  relate  not  only  to  patient  care  utilization  -  admissions,  discharges 
and  all  the  procedures  that  take  place  in  between  -  but  to  the  organization 
of  patient  care  services  and  physician  training  within  institutions,  quality 
control,  staff  privileges  and,  to  a  considerable  extent,  expansion,  modern- 
ization and  equipment  decisions  affecting  patient  care.    The  troika  of 
hospital  decisionmakers  -  a  legally  responsible  board,  an  administrator  and 
the  medical  staff,  and  the  little  understood  dynamics  of  their  interaction  - 
have  confused  and  confounded  attempts  by  economic  regulators  to  change  the 
organizational  responses  of  hospitals.  Sanctions  and  incentives  that  might 
be  effective  when  applied  to  other  types  of  organizations  just  don't  seem  to 
work  when  applied  to  hospitals. 

Stereotypes  of  the  role  of  physicians  change  over  time.    In  the  1960s, 
they  were  thought  to  be  too  conservative,  too  slow  to  adopt  new  advances  in 
scientific  medicine.    Now,  by  constrast,  in  the  literature  of  academic  health 
research  and  consumer  activist  organizations,  the  physician  is  increasingly 
portrayed  as  seeking  only  to  maximize  his  professional  prestige  (and  income) 
through  insatiable  demands  for  increasingly  sophisticated  and  expensive 
technology,  together  with  technical  personnel  to  operate  and  maintain  it  - 
while  being  incapable  or  unwilling  to  evaluate  the  worth  of  what  he  does. 
Unfortunately,  there  is  a  paucity  of  empirical  research  on  physician  decision- 
making, such  as  Greer's  (1977)  recent  study,  reported  at  our  conference,  that 
may  eventually  separate  myth  from  reality. 

In  the  meantime,  the  prevailing  stereotypes  and,  in  particular,  the 
failure  to  make  distinctions  between  the  professional  objectives  and  social 
perspectives  of  different  kinds  of  medical  specialists,  may  be  impeding 
efforts  to  structure  meaningful  incentives  to  bring  about  change.  Failure 
to  appreciate  the  competing  elements  within  an  institutions's  medical  staff, 
the  history  and  significance  of  different  types  of  staff  privileges  and  the 
subtle  realities  of  physician  referral  networks  may  be  putting  blinders  on 
regulators.    In  fact,  the  top  medical  leadership  within  many  of  the  medical 
specialties  may  even  be  more  concerned  than  they  are  with  waste  and  abuse  in 
the  system,  and  they  are  certainly  more  knowledgeable.    For  example,  such 
leaders  are  generally  the  ones   who  attempt  to  blow  the  whistle  on  the 
performing  of  unnecessary  tests  and  unproved  medical  and  surgical  procedures, 
and  on  failures  to  refer  high  risk  complex  cases  to  tertiary  centers  where  the 
risks  of  iatrogenic  side  effects  may  be  considerably  reduced  and  the  length 
of  hospitalizations  required  for  recovery  may  be  considerably  hastened. 

It  would  seem  clearly  to  the  best  interest  of  would-be  regulators  to 
enlist  the  active  support  of  medical  leadership  in  joint  efforts  towards  such 
common  goals  wherever  possible.    Several  cases  in  our  project  led  us  to 
observe  relationships  between  physicians,  planners  and  regulators  (Evans,  1978; 
Brown,  1978b;  Sweetland,  Altman,  and  Matter,  1978).    The  most  successful  tie 
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was  in  New  Jersey,  where  physician  specialists  serving  oji  the  state  task  force 
to  review  standards  for  perinatal  care  were  subsequently  pulled  into  the 
process  surrounding  the  application  of  those  standards  in  the  Bergen-Passaic 
HSA  in  efforts  to  identify  a  perinatal  care  center,  and,  later,  to  encourage 
closings  of  excess  obstetrics  services. 

Regional i zation  of  tertiary  care  services  and  closure  of  underutilized 
services  appears  to  be  a  particularly    fruitful  area  for  involving  medical 
leadership,  and  the  success  of  the  perinatologists  generally  was  brought 
to  the  attention  of  our  conference  by  L.  Joseph  Butterfield,  M.D.,  who  described 
the  experience  in  Colorado  (Sweetland,  Bauer-,  1977)..  Butterfield  noted  one 
pervasive  problem,  however: 

What's  missing  so  far  are  the  financial  wheels.    The  risk  to  a 
hospital  in  an  encounter  with  a  high,  risk  but  indigent  patient 
is  enough  to  derail  the  whole  system.    Until  the  medical  indigent 
dollar  follows  the  medical  indigent  patient,°all  of  the  momentum 
that  is  building  up  will  have  been  wasted. 

Others  at  the  conference  suggested  that  useful  comparisons  could  be 
made  between  the  success  of  regionalization  of  perinatal  services  and  the 
difficulties  encountered  in  developing  regionalization  of  End  Stage  Renal 
Disease  programs.    Both  types  of  services  involve  a  target  population,  highly 
specialized  practitioners  and  a  fair  amount  of  technology.  James  Kimmey 
observed: 

The  profession  is  calling  for  regionalized  neonatology 
services.    The  impetus  for  E.S.R.D.  was  quite  different.  It's 
handled  by  a  Federal  program,  and  it's  regulated  to  the  hilt. 

e 

As  with  any  other  form  of  partnership,  that  between  professional 
leadership  and  health  planners  and  regulators  will  not  be  easy  to  develop. 
The  attenpt  to  use  a  cardiac  advisory  committee  in  New  York  City  to  help 
identify  excess  units  for  closing,  in  a  move  by  the  Governor  and  Mayor  to  cut 
costs,  has  so  far  been  marked  only  by  procedural,  not  substantive  success 
(Brown,  1978b).  Closings  on  quality  grounds  alone  are  more  frequent. 

In  view  of  the  range  of  responses  to  regulators'  moves  for  cost 
containment,  noted  in  the  previous  section,  such  alliances  with 

leaders  in  medical  specialties  seem  to  offer  opportunities  well  worth 
pursuing.    However,  the  role  of  physician  leadership  in  convincing  their 
colleagues  in  community  hospitals  to  make  the  actual  changes  in  their 
referral  patterns  required  to  implement  regional  plans  is  not  well  under- 
stood.   Long  and  tedious  work  through  the  task  force  and  committee  process 
seems  to  be  required,  coupled  with  some  forms  of  rewards  to  those  who 
cooperate.    The  role  and  responsibilities  of  state  medical  schools  in  the 
process  may  need  to  be  buttressed. 

Another  potentially  handicapping  stereotype  is  the  view  by  some 
regulators  that  the  typical  hospital  trustee  and  administrator  are  only 
interested  in  the  prestige  cf  their  hospital,  not  in  the  cost  effectiveness 
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of  the  services  it  provides.  Again,  such  narrow  preconceptions  may  prevent 
regulators  from  taking  advantage  of  the  genuine  cost  concerns  of  many  board 
members  and  trustees,  to  help  them  withstand  expansion  pressures  from  their 
medical  staffs.  Thus,  they  may  become  self-fulfilling  prophecies. 

Low  key  discussions  between  HSA  staff  members  and  groups  of 
board  members  from  neighboring  hospitals  on  the  urgency  of  cost 
containment  linked  to  results  of  analyses  of  their  institutions' 
long  range  institutional  plans  in  relation  to  HSA  and  state  plans 
could  well  prove  more  effective  in  turning  around  institutional 
objectives  than  confrontations  down  the  road  over  applications  of 
standards  and  criteria  to  formally  requested  certificate  of  need  and 
rate  increase  proposals. 

At  the  project  conference,  David  Pomrinse,  M.D.,  president  of  the 
Greater  New  York  Hospital  Association,  discussed  several  ways  to  enhance 
hospital  administrators'  and  physicians'  willingness  to  participate  in  mer- 
gers of  obstetrical  and/or  pediatric  services  (Sweetland,  Bauer,  1977): 

Usually,  the  most  persuasive  argument  for  closing  these  services 
when  they're  underutilized  is  the  demonstration  that  they  are  losing 
significant  amounts  of  money.    If  a  board  of  trustees  can  be  shown 
that  they  will  be  better  off  financially  without  a  given  service, 
the  argument  is  half  won.    If  then  one  assures  that  the  M.D.s  will 
be  able  to  admit  gynecology  patients  as  readily  as  they  do  now, 
resistance  should  be  less.    Finally,  if  the  local  planning  data 
support  it,  the  specialized  beds  could  be  converted  to  Medical/ 
Surgical.    If  not,  consideration  could  be  given  to  their  use  by 
Psychiatry,  which  is  increasingly  an  acute  hospital  problem,  for 
treatment  of  alcohol  or  drug  addiction.    If  none  of  these  is 
practical  and  the  financial  loss  is  great  enough,  and  the  patients 
can  be  adequately  cared  for  at  the  remaining  hospitals,  the 
obstetrical  and/or  pediatric  service  should  simply  be  closed. 
And  if  logic,  persuasion  and  reason  don't  do  it,  the  force  of 
government  should  be  applied. 

Recognizing  that  the  greatest  economy  to  the  total  community  comes  from 
closing  entire  hospitals,  not  just  a  few  beds,  Pomrinse  went  on  to  identify 
the  groups  who  must  pay  some  price  for  hospital  closures  (patients, 
physicians,  and  hospital  employees),  emphasizing  that  "the  trick  is  to 
minimize  the  pain  and  to  use  a  carrot  wherever  possible,"  and  suggesting 
certain  carrots  that  might  be  offered. 

One  example  of  board  of  trustee  efforts  to  contain  costs  within  its 
institution  is  found  at  the  Massachusetts  General  Hospital  in  Boston.  An 
internal  Resources  Allocation  Board  was  established  that  functions  as 
follows.    Any  medical  service  that  seeks  authorization  for  some  new  type 
of  program  or  equipment  expenditure  that  would  affect  the  hospital's  rates 
or  charges  must  present  to  the  allocation  board  first,  a  calculation  of  the 
proposal's  cost  impact  and  second,  a  plan  to  reduce  its  own  current  spending 
by  a  corresponding  amount.    The  Board  is  composed  of  five  physicians 
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(a  radiologist,  an  anesthesiologist,  a  surgeon,  an  internist  and  an  infec- 
tious disease  soecialist)  and  four  laymen.     According  to  one  of  these 
laymen,    it  is  the  physician  members  who  ask  the  hard  questions  of  their 
colleagues  and  who  grant  the  fewest  exceptions. 

If  the  overall  object  of  planning  and  regulation  is  to  influence 
hospitals  to  move  in  the  direction  of  the  priorities  set  forth  in  section 
1502  of  the  planning  law,  and  to  fulfill  its  general  purpose  of  assuring 
access  to  needed  health  services  of  good  quality  at  reasonable  cost,  the 
possibilities  for  capturing  the  interest  and  involvement  of  physicians 
and  hospital  board  members  in  these  various  ways  would  appear  to  be  more 
constructive  than  moves  that  will  inevitably  set  off  defensive  game  playing. 

Thus,  instead  of  pursuing  the  regulatory  stance  of  command/control, 
cost  containment  may  perhaps  be  more  readily  achieved  by  a  combination  of 
moves  designed  to  persuade,  enlist  support  or  at  least  obtain  acquiescence 
from  the  principal  corporate  and  professional  leaders  among  the  providers. 
Possibilities  for  enlisting  support  may  be  enhanced  by  adopting  a  problem- 
solving  mode  in  regards  to  allocation  of  scarce  resources,  such  as 
distribution  of  high  technology  tertiary  services  and  payment  for  them. 
However,  as  we  illustrated  in  the  previous  section,  acquiescence  on  the 
all -important  question  of  the  size  of  the  dollar  amounts  to  be  allocated 
for  both  capital  expenditures  and  operating  costs  under  some  national, 
state  or  regional  cap  is  more  likely  to  be  obtained  through  processes  of 
hard,  intelligent  bargaining  by  the  parties  at  interest  than  through  the 
imposition  of  uniform  arbitrary  ceilings  on  supply  revenues  that  put 
individual  states  and  HSAs  squarely  in  the  middle  of  a  Procrustean  bed. 

For  this  approach  to  be  successful,  however,  demands  first,  a 
strong  backup  of  regulatory  law,  although  called  upon  for  actual  exercise 
to  the  least  extent  possible.    Second,  it  demands  free,  timely  access 
by  all  parties  to  a  store  of  reliable  information  that  monitors  trends 
in  expenditures  in  relation  to  resources  employed  to  care  for  patients  with 
medical  needs  of  various  levels  of  complexity,  and  -  to  the  extent  possible 
to  patient  outcomes.    Finally,  it  demands  a  condition  of  basic  trust  and 
good  faith  among  the  various  contending  parties. 
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